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ROYAL COMMISSION ON CO-OPERATIVES 


The Commission appointed to inquire into the 


present position of co- 


Operatives in the mat- 


ter of income and excess profits tax, organi- 
zation and business methods and operations, 
and the comparative position of persons en- 
gaged in business directly competitive there- 


with, met in Vancouver, 
January 15, 1945, with 


B. C., on Monday, 
sittings continuing 


on January 16, 17 and 18. 
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MORNING SESSION 


Vancouver, B. C.5 
Mamiery) 15,0 L048, 


The Commission met at 10 a. m. 

THE CHAIRMAN: My colleagues, gentlemen of the Bar, 
and gentlemen, I think an opening statement should now be 
read. 

The present Commission has been constituted under and 
in virtue of order in council No. 8725, dated November 16th, 
1944, for the purpose of inquiring into -- 

(a) the present position of cooperatives in the 
matter of the application thereto of the Income Tax Act 
and the Excess Profits Tax Act, 1940, ana 

(b) the organization and business methods and 
eperavions of the said cooperatives as well as any other 
matters relevant to the question of the application of 
income and profits tax measures thereto, and 

(c) the comparative position in relation to taxation 
under the said Acts of persons engaged in any line of business 


in direct competition with cooperatives, 


and reporting in so far as the same can conveniently be done, 
all facts which appear to them to be pertinent for determin- 
ing what would, in the public interest, constitute a just, 
fair and equitable basis for the application of the Income War 
Tax Act and the Excess Profits Tax Act, 1940 to cooperatives 
and to persons other than cooperatives in respect of methods 
of doing business analogous to cooperative methods, such 

as the making of payments commonly called patronage 

dividends and to make such recommendations for the amendment 
of existing laws as they consider to be justified in the 
public interest. : 


Adherence to the foregoing terms of reference is 
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essential to the prompt and efficient completion of the 
labours of the Commission, and I venture to hope that 
Counsel appearing before us will be guided by this 
observation. 

I need hardly point out that it is no part of the 
mission with which we are entrusted to try any particular 
case or to make a ruling in regard to the tax liability of 
any person or organization. We shall endeavour merely to 
find the facts upon which an intelligent report may be 
delivered, leaving to other authority, as, if and when it 
is deemed advisable, to implement such recommendations as 
we IMay consider appropriate. 

I take great pleasure in introducing to you my 
cOlleagues: to my right is “yr. B. W. Arnason of Regina, 
Saskatchewan; to my left is Mr. G. A. Elliott of Edmonton, 
Alberta; on the extreme left is Mr. J. M. Nadeau of Montreal, 
and at the right is Mr. J. J. Vaughan, of Toronto. Mr. 

Be. rerker, K.-¢., of Halifax, is Coungel to the Com scion 
and will, in a moment, be prepared to discuss with appearers 
or their Counsel all details relating to the presentation 

of their submission. It is hoped thus to avoid redundancy 

-n the hearing of cases and to facilitate the speedy disposal 
of the work before us. The Registrar of the Commission, 
Major H. D. Woods, of Calgary, will have charge of all the 
records and the arrangements of the hearings. 

The briefs suomitted have been docketed in the order 
of their receipt by the Commission and Will, as Darvas 
convenient, be heard in that Sequence. There have been 
filed for presentation in Vancouver, briefs. In the short 
time at our disposal we must endeavour to proceed as 


expeditiously as possible. In the event of unfinished 


Lee , The Chairman 


business, we shall be compelled to refer such cases 

to a later hearing in Ottawa in Mareh, when the 
Commission has completed its itinerary. We are now 
prepared to proceed with the business in hand and I 
Should be glad to have Counsel declare their appearances 
and to make any observations which they may see fit to 
make. 

To facilitate the hearings, I think it would now 
be advisable for the Commission to take a short recess, 
in order that Counsel may confer with Commission Counsel 
with a view to determining the order in which the cases 


are to be presented and the details of such presentation. 
(After a brief recess) 


MR. PARKER: Mr. Commissioners, as suggested by 
yourselves, I have conferred with Counsel, and although we 
have not arranged a complete programme for the whole 
hearing, we have made some considerable progress. It has 
been arranged, with the consent of all parties interested, 
that the hearings shall begin with that group of institut- 
ions represented by Mr. Francis. 

Mr. Francis proposes, l pelicyas to begin with the 
British Columbia Cooperative Union and to follow then 
with some of the members of that Union -- individual 
cooperative societies. After the brief has been read, 
if that is the procedure you desire, he will support the 
facts in part with one or more witnesses in respect of 
each. Following that, it has been suggested that cross- 
6xamination should proceed thus. One man may be 
particularly interested in fish and not im fruit, and 


it is felt thet it might be desirable to ask him questions 
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with relation to that branch of industry, so that questions 
with respect to fruit might be left to the man interested 
in that subject. 

THE CHATRMAN: Do I understand that the submission 
by the British Columbia Cooperative Union will cover 
most of the ground except ag regards the details of each 
industry? 

MR. PARKER: The meat of the thing, I understand, 
will be given in the individual briefs. Subject to 
your ruling Tn that respect, we have tentatively agreed - 
to proceed in that order; and so far as cross-examination 
is concerned, I have urged upon Counsel, while doing 
complete justice to their cause, not to be longer than 
they feel absolutely necessary to accomplish the purpose 
in view. I have reasonable assurance that they will try 
to meet that suggestion. 

L suggest that the hearing begin by calling upon 
Mr. Francis to present his brief on behalf of the 


British Columbia Cooperative Union. 


The question was also discussed about exchanging 
briefs. I pointed out that the Commission felt they 
could in no sense be an exchange centre for the inter- 
change of briefs, that all briefs filed were private 
and confidential until formally presented in Court. 

THE CHAIRMAN: Subject to such private arrange- 
ments as the parties might make among themselves. 

MR. PARKER: Yes. I therefore suggested that, 
if it were possible, as Counsel presented a Dr Let part 
there were half a dozen extra copies they eee be 


exchanged with other Counsel. That is purely a matter 
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for themselves and it has met with the approval of a 
good many. Ina great Many cases the matter will be 
taken care of in that way « 

THE CHAIRMAN: That seems to follow from the 
fact that this is not a trial in any sense but merely 
an investigation. Is that ell, Mr. Parker? 

MR. PARKER: That is all. 

THE CHAIRMAN: Will you present your brief now, 
Mr. Franc: s? 

MR. FRANCIS: The first Submission will be of an 
introductory nature. It is from the British Columbia Co- 
operative Union and will be presented by Mr. C. D. Clarke, 
Secretary of the Union. 

THE CHAIRMAN: Do you propose to have him read ae 

MR. FRANCIS: Yes, Mr. Chairman, I wish to have it 
presented in that way. 


Statement of C. D. Clarke, 
British Columbia Cooperative Union 
Se  SOSSarunntinesess a oanengsscansaeconener-mare ee ee 


MR. CLARKE: Mr. Chairman ana gentlemen of the 
Commission, may I Say on behalf of the British Columbia 
Cooperative Union that the announcement ov these sittings 
appeared in the newspapers on December 19, on the approach 
of the holiday Season, and as née enjoy our holidays out here 
we have not had the time we would like to have hed to devote 
to the preparation of the case. The mail service to the 
communities in which some cooveratives are located igs 


weekly or bi-monthly, and a great deal of communication 
had to be carried ovt by telegraph and Jong distance 


telephone, which at best was not altogetier satisfactory 
for the preparation of briefs of “his nasure. However, 
we trust you will give due consideration to our 


submissions. 


See > el 


Cae 
: 


misater~* 


a ei ‘ - 


== Salk nat 
f i sacks +0 j 


i! 


Mr. Clarke 


| 
Dp 
! 


Mr. Chairman, the PollOwnne Ws courthine £3 
"Submission to the Royal Commission on 


Co~cperatives by the British Columbia 
_Co-operative Union. 
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"The British Columbia Co-operative Union is an 
association of many British Columbia co-operatives of 
Various tyoes -- Producers, consumers, service and credit 
unions. | The Union was formed at a co-operative conference 
held in March 1944 for the purpose of performing for the 
member associations such services as education and co-ord- 
ination, direction, encouragement and protection of co- 
Operative effort; and to serve as a link between them and 
the Co-operative Movement in OtLNGr Dearie or Wenada through 
membership in the Co-operative Union of Canada. 
Membership. 

"Membership in the Union ig open to such associations 
which adhere to the principles and practices of co-operation 
28 laid down by the Rochdale society of Equitable Pioneers 
and which generally conform to the following definition:- 
"A co-operative society is a society of unlimited duration 
and having a variable and unlimited membership and capital, 
in which the members organize their individual activities 
and interests as primary producers or ultimate consumers 
through common action for a specific purpose, with a view 
to improving their social and economic position, without 
thought of profit and on the basis of distributing any 
eventual surpluses proportionately to the use made by 
each member of the common enterprise.' A co-operative 
would also include feferations of such societies. 

tegislation and Adwinistration. - 

"The first Co-operative Associations Act in 


British Columbia was passed in 1896 as Chapter 10 of that 
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year. Incorporation was under the Registrar of Joint Stock 
Companies. Tha Act enabled seven or more persons who des- 
ired 'to associate themselves together for the purpose of 
carrying on any labour, trade or business -- whether whole- 
Sale or retail' to become incorporated. 
Attention is drawn to the following provisions? 
Hach member was limited to one vote. 
An association was required to have share capital 
with limited liability and to use the word ‘limitea’ 
fee peru OLists name . 
The profits of the association could be applied 
to any lawful purpose, but before commencing 
operations, an association was required to agree 
upon a set of bylaws or rules including the mode 
of application of its profite. 

Disputes between members and the association were 

to be settled by arbitration. 

The act also contained the usual features found in 
& joint stock company statute. 

"There was no substantini change in the Act in eithex 
the 1897 Consolidation (Chapter 17) or the 1911 Consolid- 
ation (Chapter 48), 

"By Chapter 19 of 1920 a further Consolidation was 
enacted, which included important changes and which is 
substantially the same as the Act now in force which is 
briefly reviewed hereafter. 

"I; should be noted that the 1920 Acs also repealed 
che Industrial and Provident Societies Act which had first 
been enacted in 1591 and re-enacted in subsequent consol- 
idations. This Act had provided for the registration er 


Societies for carrying on any labour, trade or handicraft, 
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whether wholesale or retail, including the buying and 
selling of land. Section 53 of the 1920 Act also provided 
that every Society incorporated under or governed by the 
Agricultural Act should be deemed to be Associations under 
the new Act. The Agricultural Act had provided for the 
incorporation by twenty-five or more persons of an Assoc- 
iation to promote the progress of agriculture, horticulture, 
and for other purposes related to agriculture. 

"The present Co-operative Associations Act is 
Chapter 53 RSBC 1936. Any five or more persons may form an 
incorporated association under the Act for the purpose of 
cerrying on, with few exceptions, any lawful industry, 
trade or business. The capital consists of an unlimited 
number of shares. The liability of members is limited to 
the amount unpaid on shares although an association is not 
permitted to use the word 'limited' as part of its name. 
The surplus (referred to in the Act as 'profits') must be 
apportioned by first setting aside a reserve fund, secondly 
by paying dividends as the rules provide, not exceeding 
8%, on the paid up share capital and thirdly, 'by distrib- 
uting among such patrons or such class or classes of its 
patrons as the association may, subject to its rules, de- 
termine, whether members or not, and whether vendors to or 
purchasers from the association, the whole or any portion 
of its remaining profits'. 'Profits' net so apportioned. 
may be devoted to the propogation of co-operative princip- 
jes or the general purposes of the association. 

"A member may withdraw from an association or 
transfer his shares. 

"Provision is made in the Act for the division of 


territory, in which an association has members, into 
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districts, and the control of the association through 
district delegates and directors. 

‘Incorporation comes under the Registrar of 
Companies and permission for the sale of shares is grant- 
ed by the Superintendent of Brokers. Other than this there 
is no supervision of co-operatives and nothing to ensure 
that organizations conform to the above definition. 

"From government records and from whet to our know- 
ledge are co-operatives which in general conform to the 
above definition and which were in operation in 1944, we 


have compiled the following summary: 


Producer Consumer 
Number Members Number Members 
Hee t 38 56484 General 12 3470 
Creamery 8 5209 Grocery 5 1166 
Fish 6 2006 Feed ey. 2508 
Milk 5 SOL Fuel I 13S 
Cheese 1 O07 Lumber uk 
Tobacco AL 20 Meat 2 425 
Seed 3 400 Wholesale BY 26 
Eeg 3 J13 
Vegetable i Totals 39 7973 
Livestock 2 1686 
Fibre Flax uN 85 Service 
Canning i LO8 Transportation if, 20281 
Machinery 2 16 
Totals 65 17059 Publishing & 
Supplies an 
Cold Storage < 194 
Boarding House 2 Lio 
Halls 6 OTL 
Totals 19 2918 


"Co-operatives have been listed according to their 
primary function. For example, if a producers co-operative 
has 2. consumer department or a processing operation, it is 
Listed only as a producer, and, similarly, if a consumer 
cO-Operative markets produce for its membefs it is listed 
only as a consumer. No co-operative is listed more than 


once. 
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"Sinee it is not possible for each group listed to 
make submissions, briefs will be presented as follows: 
Producers’ Co-operatives will be represented by:- 

1. Nanaimo Creamery Association, a farmers co- 

operative with forty years successful operation. 

&. Salmon arm Farmers' Exchange which is the old- 

est fruit co-operative in the province having 
been incorporated in 1907. 

5. B. C. Co-operative Seed Growers Association 

which has a province-wide operation. 

4. The Massett Co-operative Association which is 

a fish co-operative on the northern part of 
Queen Charlotte Islands. 

"We had hoped that the Prince Rupert Fishermen's 
Co-operative Association, which has a membership of 1087 
and a turnover last year of $1,400,000, would have made 
Submission at the hearings in Vancouver. This is not poss- 
ible as the Manager, Mr. J. Deane, who is fully conversant 
with the fish operation, is in the east in connection with 
his work as a member of the Fisheries Research Board of 
Canada. 

"We respectfully ask that the brief of the Prince 
Rupert Fishermen's Co-operative Association be received 
at hearings in Ottawa on the return of the Commission 
from Halifax, when Mr. Deane will be available. 

"another Producer organization which will present 
a brief later in the hearings is the Fraser Valley Milk 
Producers! Association. 

"Service Co-operatives will be represented by an 


outstanding transportation co-operative, the 


S20 «OTy 
3 =f sy 


eZ drdyoshar to ait (bog Jes i” 
han > _ 


-lli- Mr. Clarke 


Se Rossland Co-operative Transportation Society, 
one of the seven such organizations Operating 
in the south eastern part of the province. 

"Consumers Co-operatives will be represented by 
the, 

6. Surrey Co-operative Association which is a 

feed co-operative operating in the Fraser 
Valley. 

7. «armstrong Co-operative Society which is a 
consumers store. 

8. Co-operative Wholesale Society of British 
Columbia, a federation of co-operatives. 

9. The B. €. Credit Union League will make a 
submission for Credit Unions in the province. 

General. 

"In closing we would submit that co-operation gen: 
erally conforming to the definition above stated are non- 
profit organizations and are not liable to income tax or 
excess profits tax. This will be substantiated by the 


factual briefs which will now be presented. 


"Respectfully submitted, 
British Columbia Co-operative Union 
Per: 


| ON a hg 9 es Phillips, 
President 


Co Dies CO lanike . 
Secretary. 


Dated at Vancouver, B. CG. 
January 13, 1945. 


: ; + 
te key te Sa : ae 


| Kits spree side cmnon ge x8 a 7 - | 


i - 
an | 
ones 


Pe 
ay aes i 


7 
f iO ee 
nm! , «@ a 


: Rua oe at he 
as a abn goof oa" ‘ght ese) 


4 a am shame ae 
* ae ta) ie We siswe aitsastomeptie Agere eats 


4 i Be. yeas ra 4s : bok ve ae ni) aghast oe oe ED che an “ita 
a ove bite : 
q i state ‘bie a mn 4s 


: doen hedien i ne 


wa 


pa 


aie pore? nahin Phos 
A 


Supgivess ng ek agen ee tes a 


— , Z * F : avis : | 7 | : 
a ’ ss - i SS = i ca ee re 7 eu, 4 - fBpe9 
7 ba] 3 
Pains ng tant as ol oe ir iy 4 aac tj ve Ri goteole at : 
. Pick : oe petete i oa sotet bh res ote ae “pn betiot inn ‘tiles 
1. : ; er eat a q A 


tens Jee tage sHoeg 
-xot- aright seveme 


‘Boe 


ra 


we a ft be dtd 


Saraat icest oF steel. gos aie 


ond y fj Bet hes, 


eee : Ld 


, ; | 7 ‘ Me ¢ _ : oe : 7 
7 RIH sas tab % wor fil foLaw «elon Letdags 
? en's As . Eek 
Z ti ! a - ; 
: . tea toindre {lisigargeal™ 
a come *; ° a: : P : a ck Z i ; = Bic 
- j 7 - es 7 z ry) ; 
i! Beis gitisen THIOL bPxanto jo els Lic 
a’ © Os * 
‘ 5 hoe] i i ew a} i . a] 7 ni : Pt . 
: ad roxs : uae s 
v, f ; mA rie 7 mes r _ 
thy ; : 
1 ws : 
_-- ; ms ey ee 
' F i 2 & ve rere 3 * * 4 ¢ ; 
— ry - fo he, 
= ; . 
| | a) 


, kenogney: we Sete 


£ bt : if ial el ae aoe vm eine h 


ar. 
_ 


a 
= 
—— 


; — 
dy _ : 


Os 


is 


_ 
‘4 


pay ie pee 


THE CHAIRMAN: With regard to the question of 
definitions, I think you are a brave men to attempt one, 
uy, Clarke. 

MR. CLARKE: That is quite true, sir. I remember 
once in college we were asked to write a definition of 
"human nature". Well, I do not know that anyone has ever 
yet written a definition of that term. However, we submit 
this definition that is here given. We believe that as 
you go across Canada you will have many definitions 
presented to you, but in our opinion this is about the 
best one that can be given. At any rate, it is the Beet 
that we can give. As far as the fish cooperatives are 
concerned, I should explain that one did not report 
membership; and in the fruit, two did not report. 

MR. PARKER: If my learned friend now wishes to 
State any facts out of the mouth of. the witness, the 
witness ought to be sworn. 

THE CHAIRMAN: Is Mr. Clarke a witness now? 

MR. FRANCIS: No, I wish to call individual 
witnesses to substantiate each picture. 

MR. ELLIOTT: Can you give us any information, 
Mr. Clarke, as to the way in which the cooperatives 
montioned have been selected? Was it on the basis that 
they would give us a cross-section of the various industries? 

MR. CLARKE: That is correct. 

MR. ELLIOTT: Was any consideration given to the 
question of size to ensure that the one selected to give 
evidence here would be of average size, or average 
length of life, or rate of growth or anything of that 
kind, or was it largely a matter of convenience? 


MR. CLARKE: It was largely a matter of convenience. 
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In so far as. we were able to do SO, we endeavoured to 
sclect representatives of typical cooperatives from the 
eroup, but we have not in all cases been able to select 
an average cooperative. You will note from the summary 
that there are not a very large number of cooperatives 
in British Columbia. To illustrato my point, the 
Rossland Cooperative Transportation Society is a represent- 
ative society from seven other transportation Socicties, 
and the seven have met and have approved of the present- 
ation which will be made by Mr. Gordon on behalf of 
Rossland. 

THE CHAIFMAN: They have delegated Rossland as 
representing them? 

MR. CLARKE: Yes, Generally speaking, that is the 
approach we have tried to make in order to avoid duplicat- 
ion, so that you would not have witnesses from three or 
four transportation societies with the same Stony. La 
order to avoid that, we have tried to group them. 

Ce D. OLARKE, 
British Columbia Cooperative Union, 
having been duly sworn testified 
as follows: 

BY MR. VAUGHAN: 

Q- How many cooperatives are in this union 
altogether? A. There are 36 in the membership, I 
believe. 

Qs. Thirty=six in this assoctaticon? 
wPeereiruy-six inthe Union, 

® And how many briefs presented for? 

A» All named except the British Columbia Cooperative 
Seed Association, 


Q» There are briefs representing the thirty-six? 
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As No. 

Qe Altogether, how many are there briefs for? 

THE CHAIRMAN: There are eleven listed here. 

THE WITNESS: Yes; and the only one that is 
not at present a member of the Cooperative Union is the 
British Columbia Cooperative Seed Association. 

MR. VAUGHAN: That is, eleven of the thirty-six? 

THE WITNESS: Yes. Of course, the Union has 
presented a brief. 

MR. VAUGHAN: I just wanted to get an idea. 

THE WITNESS: Our Union was started last March 
and began to function in May, and we are gathering member- 
Ship at the present time. A great many cooperatives 
have deferred the question of becoming members until the 
annual meeting, and the annual meetings have not been held. 

MR. ARNsSON: Mr. Clarke, from what source did 
you get the statistics -- from the Province or the 
Dominion, or from both? 

THE WITNESS: From the provincial government, 
the office of the Superintendent of Brokers. In that list 
of cooperatives are included such cooperatives as conform 
tO the definition. 

THE CHAIRMAN: Have you any questions, Mr. Francis? 

MR. FRANCIS: No, Mr. Chairman. 

THE CHATRMAN: Have other Counsel any questions? 

MR. PARKER; There are a few questions which I 
wish to ask Mr. Clarke. 

BY MR. Paki? 

Q: How many member units are there in your 

assOClation? At Thirty-six. One of the 86° 1s not 


incorporated; that is to say, it is an educational 
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body. 

Q- But I am asking how many there are, 
Bs, -TRITLY=Gix, 

Q- You have asserted in quotations the definition 
of "cooperative society". Is that your definition or 
is that a quotation from some authority? Ae We assume 
responsibility for the definition; that is to say, we 
have gathered the substance of it from different sources 
and put it in our own words. We call it our own. 

Q- By "we", whom do you mean? A. The Co- 
operative Union. 

Q- “Or is it your own personally? 4. No, 

Q.- Do you subscribe to it personally as a 
satisfactory definition? 4» For the time being. We 
may want to revise it. 

Q- Does a true cooperative, in principle, vary 
from day to day or from year to year in this country, 
or does it remain a more or less permanent type? 

‘Ae Well, a cooperative grows, and inasmuch as human 
beings are not perfect cooperatives are not perfect. 
But they can go on and better themselves. 

Q. Yes, but that is scarcely an answer to my 
question. A. You say, do they vary from day to day? 

Q. In nature? Would the definition change 
from day to day and from year to Vourvs “ie: aCe 
think the definition is a definition of a cooperative. 
Cooperatives, in general at least, conform to the 
definition, though there may be a variation in conforming 
LO 1%, 

THE CHAIRMAN; I take it you are Satisfied with 


the definition? 


inet diated uss LNs 


pak ‘Ga xi’ sett a 
m ges! 38s nerrt at she pannde swe ag ayaa 


ame woth tias ot alee i kone na “thy an 


Be ashy wat ~— Zane 28 ab aol aa I 


ee: TP aes] o 


Brew eG at — vaqgeld cnn eoGO 


Berge tg ie * ete yi 2, 2. i 
re =o pales tei (oj0nyse ate, tia 1 aha a 


a ae. ~eLinsueyey an oe. gilts seb AON ed 


oe “aated ena a ok 7 | enn vrodeetetsae 


=e, ore = 
eiien — 20%; 
ees 


ares ame oh eee ' ee Sc : oat a ive 4 Shaye ae) 
x ; e th ae ae eS ae a gn ai.) a rs Poe ae | 
Pee GM eh Sele ee pn . 
ota! 1 = na ‘- 
Pears oh Ake avita iso gDOR MANE, & : Ba P 
Ase yetaiee é  aee eee | 


Bes: a a i oid . rou ob gz? 
syarnuto? gias eh ey Se TN ao" eo ee. tit . 


raat ) oe 0h dnc, u zr cones at eau a 
Daye pie: ” nae ZY? wee eae - 


peaees a. dina ou E his | NOUS, sytteragon? e ee oh 


“a me au 
fede kre ton TA Lee Ayo tgad JON, 98. god 
we era “ .. a. egy it hold au bne ae aa 128 el Kea? Cues 


te ao a ee ; : e 


r wie OS i BS 4 ae 
Ail ad: bic -anieirey KA _ A ODEe v8 sor oa, GAs j ae ai 


eepaie t" ie 


Wersh a3 CAG Oh. wy . dnd Sg MeN . 


7 Mee es a 
tees is Pa tek a a “ca 
ek. cS 


i epeniy At viii tHe one BLue - See P.zee 
re => = : a _ a ie - oP i a +A % iF ant r one yas iia Acs T 


a 2 Ta ple _ a: yy pA i nd ‘ 2% ti * oh FI = eh AG see Sigal cot ttt 
h ; ) = —— Le > % ie _ - 
cw be 2 


a : 2 > : j 

NES * oF - Pe ait ie re a , _ 
cc ae echads. .thkal 22 janes \? sii taieano® 
nt are ba wIG cece a » . ; oe ; 


" 


7 ; ‘ ie ele THs dost iota tod 


F ; as fTEny..& ao 1 8 ae 
7 asta otKOD et yee ta cK" > ae ye ake 
: 7 "3 = ee rire s, a 5 
- i - : ' 3: Oo 
| rf < e oat . a at s a de 
= an! ; : ; ae Be as tn. 


Dri d Share 7 7 
= Pra ber tonse>s ete pay 21, wind £ “wake ae 


= 


- fi 
c y ‘ 
Ga ‘ y ‘ =<» 
_ ae th ? 
* 
: i 
: Pe ye 
7 . , = = 
: Pee et po eee ak 
> ee 2 * 
y i . 
a ; _ : 
as WV gS 
= vie Sti 
o - 
ee 


7 


. > erite yet a Fe ike ok. “ROSTERNE 


eo _ cee al = e - ry if 
ie Bae: : One | oh i ot 1 
- 
' 7 ; P ~ 


Sees Mr. Clarke 


THE WITNESS: Yes, sir. I am, at the present 
time. 

BY Mie PARKER: 

Q> But if you were here five years from now, 
following a great many changes, you might have a different 
one? <A. JT hope so. 

Q- And it is your phraseology -- you propose it? 
Ae We compiled the definition. 

Q I know; but one person cannot very well give 
evidence on behalf of others. Is this your individual 
definition or is it the result of the committee's 
deliberations? A, It is the result of the committee that 
has worked on this. 

Qe I notice it is suggested that the society, as 
you define it, has no thought of profit in its business 
anywhere. ls that correct? A. Yes. 

Qe You are incorporated under the British Columbia 
Co-operative Associations Act of 1936? <A. Yes, 

Q- Are you familiar with that act? Reasonably 
Temitiar; A. Well, 2 try to make myself fairly familiar 
With it. Jt can present copies of the Act. 

THE CHATRMAN: We have copies. 

BY MR. PARKER? 

Q- Running through the Act, 1 find that it refers 
time and again to the profits of associations incorporated 
thereunder. Do you remember that? <A. Yes, surely. 

@.e [O your Mind, does that Act. and do the 
associations incorporated thereunder, contemplate an 
association having profits? A. We think the Act is 
wrong. , 


That ‘is not what I asked you. It might very 
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Well be wrong; I am not Saying that it is not. We will 
come to that again. Do you understand the question? 
fe Ask the question again. 

(The question was read to the witness) 

Oo, iL shesest thet your answer is not responsive 
to the question. Will you answer it? A. Does it 
contemplate cooperatives having profits? The Act may do 
so, but our cooperatives as we think of them under this 
definition do not speak of profits or do not contemplate 
Prorits. 

Q- Does the British Columbia Cooperative Union 
have any assets? Aj. No; we are an association -- 


Q fnswer the question. Do they have assets? 


Qe iw bank account? <A. We have a bank account. 

Q- &nd the money represented by that bank accousi 
is deposited in whose neme? A. In the name of the 
British Columbia Cooperative Union. 

Q- snd that Union or its proper officials issue 
cheques against that bank account? 4&4. Yes. 

THE CHATRMAN: From what source do the moneys 
in that account come? 

THE WITNESS: The union is supported by dues from 
member associations. 

BY MR. PARKER? 

Q-« The Associations ore your only source of 
Fevenue?.A, Yes 
© And that money does belong to the Union once 
they get membership fees? A. Yes, 

Q» Well, it does have assets to that extent? 
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Qe Have they any physical assets like offices 
or buildings -- one thing or ise ene ie We have one 
or two rubber stamps. We haven't even got a desk in 
tie name of the Union. 

Q. You are getting settled though? <A. Oh yes. 

Q: And you intend to hive your own office and 
office furniture and equipment? A, Yess that verso. 

Q- And possibly go on from there to what else? 
A. Strictly educational work. 

Q- By "educational" you mean developing co- 
operative ideas?’ A, Jeg: developing the cooperative 
movement. 

Q- Your rule is one member society one vote? 
A. Yes; one member society one vote, 

@° TOU have no share capital? A. Nex 

Q- «At the bottom of page 3 of the brief -- 
following up the question asked by Mr. arnason -- this 
Statement appears; "From government records and from 
what to our knowledge are cooperatives which in general 
conform to the above definition and which were in 
operation in 1944, we have compiled the following summarv. ‘ 
It is rather a matter of Opinion, is it not, as to how 
many do conform? What is the standard whereby one can 
determine whether they conform? aA. If the cooperative 
in general conforms to that definition with regard to 
the set-up in its operation. 

Q, But suppose it conformed generally anéd 
departed in some important particular. That might 
change the nature of the beast, might it not? 

Ae Well -- ™ 
% Perhaps we will not press that. Coming back 


4 


to the questivn of your definition, you say that a 
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cooperative society is a society of unlimited duration. 
Do you mean that it cannot be dissolvea or terminated or 
wound up? a. It may be wound up but there is no set 
time for it to be wound up. I+ may be in operation for 
years and years. We hope it will de. 

Qt bes not incorporated for go many years? 

You do not mean it is supposed to gO on forever? 
ae YOS. Cooperation, we hops, will go on forever, 

Q. The idea is permanence? 4A, Yes, permanence. 

Q- You go on to say that “the members organize 
their individual activities and interests as primary prod- 
ucers or ultimate consumers through common action for a 
Specific purpose.” What is the Specific purpose that must 
be common to all these true cooperatives? 4. A purpose 
with a view to improving their social and economic position. 

Q- That is their sole purpose? A. . That is the 
great purpose. 

Q. You say "common action for 4a specific purpose." 
is that the one? A, Improving their social and economic 
POSLtion, 

Q.- “Improving their social and economic PeSieLon? 
I suppose we can pursue that at lénsth, as to what) con— 
stitutes a man's social position or what constitutes his 
economic position. A. That is a large question, 

Q- These are pretty wide berms, are they not? 

Q. Why do you use the wora NSUPD LUG" Tn Vows soar < 
inition instead of the word Mprofié™, whieh Levwsed 4a the 
Act under which you have your birth and being? aA. We 
did not take the definition from the ACT. 
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THE CHAIRMAN: Is your client a lawyer, Mr. Francis? 

MR. FRANCIS: No, Mr. Chairman; I do not believe ; 

THE WITNESS: In our cooperatives, in all our assoc- 
iations, in our Union, in the cooperative movement, we speak 
of surpluses that might arise from trade relations with mem- 
bers; and that is not profit. 

BY MR. PARKER? 

Q- Ido not want to stop you, but the Act under 
which you have your existence is an Act dealing with profits. 
In your opinion that Act is wrong? A. Yes. 

Q.- What word do you suggest the Act should have 
used where it uses the word profit? A. I think surplus 
should be used. 

Q- Surplus over what? A. surplus arising trom 
trade relations with members. You notice on page 3 we re- 
fer to “profits” in quotation marks. 

Q. Yes. I see that. A. Well, that is why we have 
set it out in that way. 

Q- You agree with me that your association is a legal 
entity; it is separate and apart, in its existence, from 
individual unions which form its membership? A. Our oco- 
Operative union? 

Q. Yes. A. We are not as yet incorporated. The 
Union is not incorporated. 

Q.- lt thought you said you were incorporated under 
PacesAct? ‘A. No, 1 didn't. 

Q. it am sorry. JI will not pursue the matter, then. 

MR. ARNASON: With regard to the definition, let 
me put the question this way: Are you satisfied that all 
member unions of the Cooperative Union conform? 

THE CHAIRMAN: Do your member cooperatives adope 


the definition contained on page 1 of the brief? 
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THE WITNESS: They have not exactly adopted it, but 
when we accept an association as a member it must be passed 
by our board of directors. 

MR. ARNASON: Are you satisfied that your member un- 
ions comply with the wording of this definition? 

THE WITNESS: They comply fairly well with the word- 
ing of the definition, 

MR. ARNASON: Thereare no important departures? 

THE WITNESS: No, not that I know of. 

MR. ELLIOTT: Has your association ever refused mem- 
bership to any association asking for it? | 

THE WITNESS: Not yet. 

THE CHAIRMAN: Is that all, Mr. Parker? 

MR. PARKER: Yes, Mr. Chairman. 

MR. FRANCIS: To clear up one point, I understood my 
Jearned friend to refer to an association of a variable nu* 
May I call attention to the definition: Dg pee enhent ies ce 
variable and unlimited membership and capital." The word 
membership is qualified by “variable, I do not think varia- 
ble is used to qualify the word nature. I wish to have that 
clear, that the nature is not variable, but the membership; 
and in the very nature of things that is to be expected, I 
think I should clear that point up. 

THE CHAIRMAN: As far as the Cooperative Union is 
concerned, that closes its brief -- the Union itself? 

MR. FRANCIS: Yes. 

THE CHAIRMAN: Which one do you wish to take up 
now? 

MR. PARKER; Mr. Francis wishes me to point out that 
in his list of associations there are a couple whose witness- 
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295. Mr. Parker 


in the order listed. 
THE CHAIRMAN: Let him take them in the order that 
suits his convenience. 
MR. FRANCIS: I wish to have presented next the brief 
On behalf of the British Columbia Cooperative Seed ASSOC Aat— 
ion, a representative producers association dealing in seeds- 
vegetable and flower seeds. This is No. 4 on My LS Gi) Mon 
F. 0. Blake will present it. May 1 say that with regard to 
a number of witnesses Swearing to this testimony, it must be 
understood of course that it is to the best of their informat- 
ion and belief, because much of it is compiled from their 
financial Statements, some of it coming within their personal 
knowledge. That qualification would apply to some of the 
Statistics given. The brief will be reaa by Mr. Blake. 
Statement of F. 0, Blake, 
British Columbia Cooperative 
seed Association 
MR. BLAKE: Mr, Chairman, gentlemen of the Commission, 
ladies and gentlemen: We have had only a brief time in which 


to get this ready and our cooperative is quite a young one. 


You might bear that feature in mind, Ie aa widely scattered, 
and owing to the fact that it is widely scattered it was 


impossible to contact the directors of the concern to help in 


preparing the brief. TI am manager of the concern, and with 
Counsel and the Vice-President we have done our best to try 
to bring before you what we thought were some facts that 
might help you in arriving at a decision in the matter which 


has been entrusted to you. Do you wish me to read the brief? 


THE CHAIRMAN: I think we had better follow that 
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MR. BLaKE: (Reading) 


"Brief of British Columbia Co-operative Seed 
Association for presentation in Vancouver to 


The Royal Commission on Co-operatives. 


"1. Brief History. 

"Tn 1940 it became necessary for the Vegetable 
Seed Producers scattered throughout the Province to the 
number of approximately 60 to arrange for the contracting 
for sale, handling, assembly and delivery of their prod- 
uction through a Co-operative. Growers were not only be- 
ginning to cut one another's prices to unreasonable levels, 
but were also beginning to interfere with the very necessary 
isolation for different varieties with consequent disaster 
to all concerned, particularly, in some areas such as Grand 
Forks where the farms are very close to one another. 

"Owing to the fact that the Producer Groups were 
so widely scattered, it was decided that the usual Co- 
operative set-up would be very difficult to operate, so 
that on official advice a non-profit joint stock company 
was formed to carry on the necessary business. 

"By 1942, there was a large increase in the volume 
to be handled, due to the war effort. By this time also 
the Growers felt that ea Co-operative was necessary in 
order to safeguard against losses, and to make grower 
control secure by the plan of one Member one vote. Plans 
were commenced, Provisional Directors appointed and the 
present Co-operative was formed and commenced to function 
in June 1943, by taking over full control of the original 
joint stock company. The co-operative is formed under the 
Co-operative Association Act of British Columbia. 

"2, Service Given ; 


"Some of the services provided by the Association 
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to its members are: 

(a) «arranges production with members. 

(bd) Contracts to sell the members’ production 
of seeds to the Seed Trade, the British Food 
Mission through Special Products Board, the 
Agricultural Supplies Board of Canada and for 
Export. 

(c) Plans localities for different crops and 
arranges variety zones to avoid crop cross 
pollination, guides and directs members in 
all productions 

(da) «arranges for Inspeetion of crops, roots, bulbs 
and seed by Plant Products Division Inspectors 
throughout the entire year. 

(2) Cleans, processes, blends and prepares for 
market, according to grade, the members’ 
seeds, assembles and delivers all production. 

"Members are mainly scattered throughout Southern British 
Columbia, with a small number in the central part of the 
province. 

"3. Structure. 

"The Association is incorporated under the Co- 
Operative Association Act of British Columbia, and is gov- 
erned by its Regulations. The capital consists of an un- 
limited number of non-interest bearing shares of ten 
dollars value each. At the present date, there are issued 
Sol shares to 351 members. The Rules and Regulations, 
governing the operation of the Association, are contained 
in the Memorandum of Association and Rules attached hereto. 
The following are special features? 


(a) Membership is divided into five districts. 
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(>) Each district elects two delegates. 

(c) Delegates appoint one director from each distric:. 

"The administration of all finances is in the hands 
of the Directorate which is appointed annually and which 
causes ijinnual Report and Statement to be issued to all memb- 
ers before each annual meeting. 

"4. Disposition of Earnings and Relation to Taxation. 

"The association contracts at basic figures with its 
Members and a percentage of non-members to grow the seeds 
required in each crop year. after these contract amounts 
are paid, expenses met, and Statutory Reserve provided for, 
the balance in hand is distributed pro rata to the members. 
Whether paid out in cash or by being placed into Members’ 
Reserve Accounts or by both methods, amounts credited to 
Members! Reserve accounts bear no interest and are normally 
repayable in five years. Any deficit in any year is alsc 
chargeable pro rata to Members' Reserve Accounts, according 
to their deliveries of that year. Members receiving their 
final payments at the end of five years or as provided by the 
Directors then become taxable individually for these emounts, 
in addition to the amounts they receive in cash from current 
crops and from other sources of income. 

"The «association at present has no undivided profit 
except the Statutory Reserve required by law to be set aside. 
The Association has been assessed no Income Tax, being ex- 
empt under the Income Wer Tax Act. | 

"The Association could not have purchased its equip- 
ment, its foundation stockseeds, its stock of seeds, orn 
gathersd a staff together had it not been able to finance 
with money withheld for a period of years from its members. 
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partnership, or corporation, in that they are repayable to 
the members in a period of years and constitute a loan only. 
We are attaching our Statement as at the close of 
the last fiscal year, May 3lst 1944, which will show our 
present position. The amount shown as surplus of $107,693.07 
was transferred by the Directors to the Members' Reserve 
Accounts, pro rata, according to their deliveries and is 


therefore a final payment to them. 


"5. Benefits to Growers. 


"Vegetable seed production is affected by climate, 
insects, disease and many other hazards. The Association ~ 
can, therefore, arrange for production of the same kind and 

ariety among various districts and members, and so spreading 
the risk of possible failures... This protection cannot de 
offered by a grower or small group of growers. 

"The unifying of the quality of members’ product on 
by use of up-to-date efficient machinery and processes can 
be provided by the Association, but could not be provided 
by the individual growers. In other words, it was essential 
the growers cooperate and provide this service through an 
Association of members. 

"6. Value in Production Control. 

"The distributicn of seed to members for multip- 
lication by this Association can be so arranged as to avoid 
the possibility of cross fertilization by allottane pro- 
duction to certain separate zones or districts. Individual 
gsrowers have never been able to arrange this satisfact- 
orily and in some instances disastrous results have 
formerly occurred to all growers within the specified 
distance, and to the seed firms for whom these crops were 


being produced. 
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"7, Business with Non-Members. 

In 1943-1944 season, approximately 8% of purchases 
were from non-members and were made for the following reasons; 
(a) To cover shortages of production of our 

members. 
(bo) To purchase stock seeds which our members 


are not in a position to produce. 


To date no allocation of surplus has been made to non- 
members. 
"8. Service in Present Emergency. 
"This Association of Growers has amalgamated and 
directed the efforts of our members to conform to the req- 
vests of the British Food Mission, through the Special 
Products Board and the Agricultural Supplies Board,Ottawa, 
tos 
(a). Produce and maintain sufficient supplies of 
vegetable seed necessary to maintain food 
supplies required for consumption and process-— 
ing in Canada, whether when processed they 
were needed for consumption in Canada, Allied 
Countries or the Services. 

(ob) Consistently increased production annually 
by adding members or by existing members 


increasing production, so as to provide the 
British Food Mission and Allied Nations with 


urgently required and vitally necessary 
vegetable seeds. 
"9. Results Achieved _ 
"It might be pointed out that of all the original 
vegetable seed producers in the Province of British 


Columbia only a small minority failed to join the Co-operative 
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Association. Of those who joined the Association, many 
brought with them the business they had in the course of 
years built up with the firms in Canada and Britain, pooling 
this business for the benefit of the association at large. 
"A3 a result of the application of Co-operative 
principles, growers have been encouraged to produce to 
the maximum possible capacity which has enabled the Assoc- 
lation to supply more than half of the amounts in vegetable 
seeds required from this Province by the Special Products 
Board, the -gricultural Supplies Board and the Canadian 
seed Trade. 
"10. Submission. 

"The benefits to the growers and the community have 
been touched upon, herein, and it has been pointed out that 
monies earned and held by this Association are held in trust 
for members, and that these monies become taxable when rec- 
elived by members. Therefore, we respectfully submit that 
the present system of taxation as it applies to our Co- 


operative Association is fair and equitable. 


"Respectfully submitted January 12, 19465. 


British Columbia Co-operative Seed 
Association 


rer: ‘th. 0, Blake 


Documents filed with brief: 
Exhibit "A" - Statement of Revenue and Hxpenses for 
the eleven months ended May 31, 1944. 
Exhibit "B® - Balance Sheet as at May 31, 1944. 


Pamphlet ~ Memorandum of association and Rules 
of 


British Columbia Co-operative Seed 
Association. 
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THE CHAIRMAN: Mr. Blake, what do you mean by cross- 
fertilization? 

MR. BLAKE: Perhaps that is a word that needs some ex- 
pianation. Plants are classed into three groups. One group 
consists of those that are self-pollenated. Two varieties can 
be grown within a few feet of each other. Then there is the 
group of insect-pollenated, which must be separated by a quart- 
er of a mile to prevent a red onion, for example, being crossed 
with a white onion. The next is the wind-pollenated group 
which, being carried by the wind, must be separated by at least 
one mile. 

THE CHAIRMAN: Do you offer Mr. wae as a witness? 

MR. FRANCIS: Yes, Mr. Chairman. 


Py. 0s UB LAKE: 


British Columbia Cooperative 
Seed Association, 


having been duly sworn testified 
as follows: 


BY MR. FRANCIS? 

Q- “Ir. Blake, there are just one or two questions I 
wish to ask you. With reference to page 3, paragraph 5, where 
it says that the association can arrange production, has the 
association actually done considerable along that line? 
fe Definitely. That is its entire business, or a part of its 
business at any rate, 

Q.- And that has been one of your main activities? 

Aa Yos, an important part. 

Q- About what proportion of business of this kind, of 
the province of British Columbia, would be handled by this 
associations A. It would be difficult to say accurately until 
possibly a faw weeks, but I would estimate between 60 and 70 
per cent, possibly betwesn 60 and 80; but Pron 60 to 70 at «any 


rate, 
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BY MR. PARKER: 

Q. Mr. Blake, did you follow carefully the definit- 
ion of "cooperative society" as given to us by the last 
witness? A. Perhaps I might interject that, sitting at the 
back, it was difficult to hear many things. 

Qs iI think it is essential. 

THE CHAIRMAN: I am sure the witness is familiar with 
it. 

BY MR. PARKER: 

Q- You have seen the definition? A. I don't recall 
ever having seen it personally. 

qQ- it will ask you to read this definition as given 
in the brief. Does that meet with your approval? Would you 
Subscribe to that as a satisfactory definition? A, Without 
examining it carefully it would be difficult to say as to one 
of the meanings there, but personally I would be inclines 
Say that would be a fair definition of an association, though 
it might not necessarily be the view of each individual member; 
and I am wondering whether you are asking if that is the der- 
inition of each association or whether it represents the view 
of each member. 

Q- Perhaps neither. what I had in my mind was this: 
I am assuming that you are somewhat familiar with the work- 
ings of these cooperative associations, are you not? A, Yes, 

Q- And I am asking whether this meets your personal 
view as a satisfactory definition. A. May I answer in this 
way: It does, in‘that a cooperative is there solely to handle 
the funds of its members and not to make a Profit. 

Or Dy ie your answer, whatever you say. My question 
is merely whether YOU-approvevor thet ages Satisfactory def- 
inition? You may approve or disapprove, or approve it ia 


Part, or anything you like. 4, 4A cooperative may make in 
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one year what might be described as a profit, perhaps using 
as a better term the word surplus; it is hardto say where 
One begins and the other ends, since they are handling 
members' funds. Perhaps "surplus" is better. 

Q- Do you concede that cooperatives do make profits? 
A. I would say a better term is the word surplus arising 
from the handling of the funds of their members. 

Q- That is not the question. Do you concede that 
your cooperative earns profits? A, May I ask you a question? 

Q- No, you may not. You are the witness. 

THE CHAIRMAN: It would rather upset things if we 
allowed that, Mr. Blake. 

BY MR. PARKER: 


C) 
{) 


Y« tt is your job to answer. A. One may not ask 
Migeteis a profit?" in order to answer your question? 

Q> You may ask it of certain people but you vesuct 
ask it of me and expect an answer in this Court. I am 
aSking you the question. If you would rather not answer it, 
say so. A. Jt would prefer to have the word profit defined 
before answering. 

Q° You can give your own definition. You can 

Bive it any meaning you like. Do you concede that co- 
Operatives make profits, and particularly does the one 
on behalf of which you are speaking make a profit. First 
there is the question of general principle, and then the 
question as it relates to your particular association, 
Take them one at a time. A. We are not earning profits 
aS a cooperative with the exception of the statutory re- 
Serve which we are required by law to maintain. 

Re Theteis your enswer? <A, Yess: 


Q. ts thas ali you want to say? A, Yes, 
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Qe Your association -- speaking now of the sced 
association -~ is incorporated under the British Columbia 
AOue A, Yes. 

Q@- That is the act of 19367 A. “Yes. 

Q- And that Act prescribes a set of rules which 
are to be found in the schedule to the Act? A. Yes’, 

Q- Rules which may be adopted by any association 
receiving a charter, either as printed or with such modific- 
ations as may be adopted. Is that correct? <A. Yes, 

Qs» You are familiar with the rules? ae The -Agt 
itself provides certain specified provisions and each assoc- 
lation may adapt the rules to their individual needs. 

Q- You have the Act, and it says that you may make 
rules; and it prescribes 4 set of rules which you may adopt, 
Or you may make certain Changes? A, Subject to the Registrar's 
approval, 

Q- Yes. In your association, did you adopt the 
rules or did you modify them? A, They have been modified. 
Perhaps we should use the word, not enlarged, but adapted to 
a widespread organization, which was a matter of necessity. 
Our members are unable to meet in one body. 

2» But you did not adopt the standard rules -- 
you made certain changes? A. Yes, 

Q Are you reasonably familiar with the rules of 
your association? <A. Yes, 

Qe Kindly turn to page 15 of the rules in this 
little book -- I Suppose yours is the same as mine? A. Yes. 

Q- You have Rule 61? A. Yes, 

Q> I will read it to you: "The affairs: of § the 
association shall be conducted SO as to conform with the 


exemp ion permitted cooperative associations under the 
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Income Tax Act." Why was that put there? aA, It was put 
there to guard against trading with non-members beyond the 
exemption allowed under this Act,and to remind members that 
that must be so -- and those who govern the company. 

Q.- That is the So-called 20 per cent clause? 

Ae Les. 

Q- That is what it was DULal nO LOrPaGA UVa Suet 
remind the directors that they must do that. 

Q- Why don't you Say so in plain language -- that 
this association Shall not at any time do business to a 
greater extent than 20 per cant? A. Because this answers 
the question equally well. 

Q- I am Saying this not by way of criticism, but 
was it thought that by merely Stating in the rules that the 
company was being conducted So as to be entitled to the same 
exemption, it was automatically exempted? A. No; I diz not 
Say that. 

9 As a matter of fact, what are the qualifications 
chat a cooperative must have in order to be entitled to the 
exemption under that section? 


MR. FRANCIS: I do not think that anyone can answer 


that. 

MR. PARKER: If he objects I will withdraw the 
question. 

MR. FRANCIS; I object on his behalf, 

MR. PARKER: Very well. 

THE CHAIRMAN: You do not want a ruling, Mr,Parker? 

MR. PARKER: No, Mr. Chairman. 

BY MR. PARKER: 

Y« Has your association any profits? A. No, not as 

such, 


2%» But have they any -- "such" or otherwise? 


ai Sota = 
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A. They earn a surplus. 
Q. They earn a surplus through doing business, 
then? A. Yes. 
THE CHATRMAN: Out of which they purchase equip- 
ment, I take it from page 3 of the brief? 
THE WITNESS: Yes. 
BY MR. PARKER: 


Q- Whose money do you use to purchase these seeds? 


A. The growers' money, the members' money. 


Q- Have you any share capital? aA. Yes, 

Q- How much? A. It was mentioned in the brief -- 
551 shares non-interest bearing, #10 value, issued to 351 
members. 

Q» You have set aside certain reserves? Ay! Only 
the statutory reserves. 

Q- Il understand that. How do you regard that re- 
serve? Is it the cooperative's money or the members' money? 
A. That is at present in the name of the cooperative, but 
actually it is the members’ money also. 

spe ed GO not Tallow you, oh. » licens be distribut- 
ed to members but has not been so Tar. 

Q- Do you consider that any member has a right 
to come to the cooperative at any time and say, "“L want 
my Share of the reserves" or "I want my account credited 
with my proper share of the reserves"? A. Of the statutory 
reserve? 

Q- Yes? A. A member might do such a thing, yes. 
We have not foreseen that it would be done, but a member 
could. 

wre te could justly. do that: == 15 would be within 


his rights? A. Not without the directors! consent. 
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THE CHAIRMAN: Would you comply with his demand? 

THE WITNESS: The directors would consider his 
problem. 

BY MR. PARKER: 

Q.- And if the directors, for good and sufficient 
reasons, felt: that instead of crediting it back to the memb- 
ers they should use it for purchasing seed or setting up an 
office, the directors would have the authority to spend it 
for such a purpose? aA. Yes. 

Q- And having done that, it would be too late for 
the member to get it, would it not? A. Not necessarily, 
if there were still assets. 

- Who would have the assets? A. The cooperative. 

2% They would be owned by the cooperative? 

A. Yes. The members as a body may ask that a certain pro- 
cedure be followed and that Statutory reserve issued to 
them at any time. 

2% In your brief you have used an expression -- 
intentionally or unintentionally -- to which I wish to call 
your attention. I am referring to the bottom of page 2 of 
the brief: "The Association contracts at basic figures 
with its members and a percentage of non-members to grow 
the seeds required in each Crop year." Are the contracts 
all the same? Have you a standard form of contract? 

A, Yes, 

2+ Have you one with you? A. Nos 

Q- Could you furnish the Registrar with one? 
A. Yes. We will do that. 

Q. Has that been uniform ever since you have 
been in business? A. No. There have been minor changes. 


Q- They are substantially the same? A. Yes, 
substantially the same. 
: The Commission took recess at 12.35 pem. until 
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The commission Tesumed at 2p. m. 


BR. 0. BLAKE (examination continued) 
ne examination continued) 


BY MR. PARKER: 

Q- Mr. Blake, I want to direct one or two questions 
to you, bearing in mind that the order in council under 
which this inquiry is directed to be held refers to the 
Present position of cooperatives and their business methods 
and operations, among other things. Bearing that in Mind, 
I wish to direct one or two questions to the methods of 
operation, of which I am assuming yours is Only typical =< 
not that we want particular information about yours. To 
review the matter Slightly, your association -- meaning the 
seed association -- ig of Only a few years! erowuhn? As Yes, 

@- And in that sense, I Suppose, it is not typical 
of other cooperative associations which have been operat- 
ing for a much longer period? That would be true, I suppcse? 
Ae Yes; I should think SO. 

Q- How long has yours been associated with what 
w6 wouid call the cooperative movement? A. Four or five 
years. 

ge Repo to that, what business were you engaged 
in? A. I was owner of the Sunset Seed Company Limited. 

Q> One of the units which became a member of the 
association? This particular ssed association was incorp- 
Orated under the provisions of the British Columbia Co- 
Sperative Associations Act of EIS6T* MAL” Wee: 


Q> And you adopted the rules prescribed by that 
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Act. with certain modifications? A, Yes, 
Q- And it has a share capital to a very small. ex- 


tent which you mentioned this morning? A. Yes, 
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Q- tts working capital is obtained, as I under- 
Stand, by holding back certain deductions out of the gross 
proceeds of conmodities sold through the association? Is 
ona correcsr “A. Yas. 

Q@. <And after deducting the ordinary necessary ex- 
penses of carrying on business, and after deducting also 
certain statutory reserves, what did you do with the rest? 
Ae The rest is, at the discretion of the directors, divid- 
ed pro rata among the membership and is credited to the 
members' reserve account. In our particular case, perhaps 
ours is an unusual cooperative to some extent. 

Q- Dealing with that reserve for the moment, what 
amount of reserve do you set aside, or have you been sett- 
ing aside in the last two or three years? A. Referring to 
the statutory reserve or the members' reserve? 

Q- The so-called statutory reserve? A. The Act 
calls for the setting aside of 15 or 30 per cent of your 
Share capital annually. 

Q> The Act? A. The cooperative Act demands that 
De dons, 

THE CHATRMAN: Js that until it reaches that amount? 
It is not that every year; it.is so much a Voar Unoi 2G 
reaches that amount? 

THE WLTNHSS: os, 

BY MR. PARKER: 

Q- But how much in fact did you set aside last 
year, do you know? A. COffhand I could not tell you. 

41> Have you a copy of the balance sheet? A. Yes. 

Q> Wili you look it up? A. The sum of #684, 

Q. ‘low was thas arrived at? A. By following 


es ae % oa ee ee 4 , 1 A 
vllG precedure outlined in the fAct. 


Q- What was that procedure? A. I think it was 
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15 per cent of the share capital. Is that correct? 

Q- 1 would refer you to section 13 of the Act, 
which reads: "The profits from the business of an associa- 
tion shall be apportioned as follows:- (a) By setting aside 
such sum as its rules shall provide, not being less than 
ten per centum of the net profits of each year as a reserve 
fund until that fund is equal to the following percentages 
of the share capital paid up at the date of the apportion- 
ment, namely:-" I need not go further. It is not less than 
LO percent, @F0.. © Yes. 

q- And that amount, of course, is according to the 
Tulesy TAL Yes. 

Qs "Have -you *the rules in frontvor you?) 48,0 216s. 

Q. Will you turn to the rule dealing with that 
matter? J think you will find it at page 14, beginning at 
the bottom of page 13: "Phe directors in each yearn, fon 
the proceeds derived from the sale of seeds" -- you will 
notice that is not quite the same language as the statute. 
The rule refers to proceeds derived from the gale of seeds. 
I have not had a chance to read the contracts. I shall reaa 
them later. Is there a stipulation in these contracts pro- 
viding for the payment to the grower of a certain amount? 
A. You will find it allows for a further payment to the 
grower, but the contract does not stipulate how much it 
Shall be, 

Q. It is an undetermined amount? A. Depending 
on the year, 

q TO be fixed by whom?; As By the directors, 

Q- Will you turn now over the page. There it is 
Stated: It shall take the expenses of the Association 


and before recommending any distribution among the members 
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from the balance thereof, shall set aside (a) such sum as 
is required by the Act to be Set aside, to be known as a 
reserve fund." It also states that it is not less than ten 
per cent. The rules are in conformity with the Act, I be- 
lieve. With that ae a foundation, $684 does not appear to 
me to be anything like ten per cent of the proceeds, A.It 
is more than ten ber cent of the shares? 

Q- JI am not talking about the Shares. As I read 
it, the amount of reserve is not related to the shares. 

A. Read it again. 

Q.- It states that the proceeds from the business 
of an association shall be apportioned as follows: By set- 
ting aside such sum as its rules shall provide, not being 
less than 10 per cent of the net profits of each year as a 
reserve fund. I do not understend that to relate in any 
way to the amount of share Capital, do you? =A. alas 

Q-» Then when I connect that with the rules they 
provide that you shall set aside, in sub-clause (a) on 
page 14, such sum as is required by the Act to be set aside 
to be known as a Teserve fund. How did you arrive at the 
Sum of $684? I suggest it is much less than 10 per cent. 
A. We may have been in error. We Laie that to be share 
Capital. 

Q> Will you tell me on what basis you arrive at 
poettomt.) Ltois.on the tesued share capital. 

Q- What is your issued share Capital? <A, That 
was the Directors! decision. 

Q- But what was the issued shaze capital? A, At 
that time? 

Q> At the time this statement was prepared, 
Issued ani fully Paid up, 228 shares at $10.00 each, would 


be $2,280.00. If $684 was set aside and vou relate it to 
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the paid up capital it would be 30 per cent. A. Evidently 
it is 30 per cent. 

Q- Can you explain on what basis the reserve fund 
was set aside? A. Our directors felt that this was our 
Statutory duty. 

Q- Has that been typical of your method of operat- 
ion that the directors would -- how shall I put it?-- do 
what they thought was proper, or was there an attempt to 
comply with the pct? 4. They were attempting to comply 
with the Act. 

Q: Do you agree with me that it was rather a poor 
attempt to comply with the Act? A. Unless the Act states 
anything further. 

We) 26 there is anything more in it I ghall be glad 
to put it before the Commission, Perhaps there is an expl- 
anation. 

MR. FRANCIS: I hesitate to interrupt my learned 
prLend, but the attempt to comply with the Act has been very 
Successful. Perhaps he will read the rest of the section; 
"The profits from the business of an Association Shall be 
apportioned as follows: By Setting aside such sums as the 
rules shall provide, not being less than 10 per cent, as a 
Feeetve fund, until that fund is equal to the following 
percentages of share Capital paid-up after the date of app- 
ortionment, namely, where the paid-up capital is twenty- 
five per cent or less." Taking $2,280.00, 30 per cent 
is $684, I submit that there has been full compliance with 
the provisions of the ACE. 

THE CHAIRMAN: ‘That brings out that Ppoins 

BY MR. PARKER: 
Q- ts this the first annual Statement? A. Yes, 


Q- Nothing had ever been sect aside before? 
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A. No. 

Q- Do you still understand by the Act that you 
could set aside all that in one year? 

MR. FRANCIS: Not less; it may be more than 10 
per eent. 

BY MR. P..RKER: 

Q- That is how the amount was arrived at? A.Yea. 

Q- The next year, 1 assume, you will set aside 
nothing for the reserve fund Af ‘the capital remains the 
sams. A. Unless the share Capital is increased -- 

THE CHAIRMAN: None of this amount was paid to any 
of the members, 

THE WITNESS: No. The Directors may deal with that 
this year, and it has been suggested that even though it -is 
&@ Teserve fund there might be a portion in regard to which 
we should like to have an official Opinion as to what may 
be done with that money. 

THE CHAIRMAN: - The Directors may do it but they are 
not bound to. 

THE WITNESS: No. 

BY MR. PARKER: 


2- Is there any provision in the contract --- 


I have not had time tO examine it —= relating to the question 


as to how the reserve fund shall be handled? Ae There 
may be a further sum above the contract not having to do 
with this fund. 

Q- Perhaps you will clarify this? Coming back to 
the Aot which reads: "By Setting aside such sum as its 
rules shall provide, not being less than ten per cent of 
the net proceeds of the year." How much were -your net 


profits according to this annual Statement? A. It ig a 


- 


a a 
: i : if y : ‘vats 
eid! < SWAG 24, Ce Bt Seen oe ae 
ys fad Hf pd priate tOcee Fane b=! Ho) a. 
ay va” cfr a ‘ a2 Wh ete te 1: { 
“Toe eeoey enc ab gaat ie WBE 


; a [= fon apes e v5 xd 4 : 
ot be Gay os 
“ > 4 ) 4} r get 3 Lor ane ae | I] £ As 
ae GES 3) pal he ah Verte. - 4 
can choy sTew iosiet-wobl” Taree ae, ty bhee 20%G 
| % a . OMe aime toery Py) 


y 


~42= Mr. Blake 


surplus. 

Q. I am not asking about a surplus; I am asking 
what the net profits were. A. We described them as a 
surplus. 

Qe Besar ue what as a surplus? A. The earnings 
of the Company. 

Q- But I was not talking about that. 

THE CHAIRMAN: It is the same thing, but you call 
it "a surplus" and Mr. Parker calls it eprot Louse 

MR. PARKER: JI am not so sure that that is so. 

THE CHAIRMAN: What you refer to as "profits" he 
terms "surplus", 

BY MR. PARKER: 

Q- That is how you interpret the Act -- you regard 
it as a surplus. A. I interpret our earnings as a surplus. 

Q- The Act speaks of profits and you consider that 
the same thing as surplus. A. In the terminology of the 
ict, yes. 

Q- So that so far as the Act is concerned you 
disregard the word profits and take 30 Per cent of what 
you cell a surplus? <A, Yes. 

Q. That is how you operated, A. We did not dis- 
regard it, but we have to adjust it to our situation. 

Q- What do you mean? A. We have a surplus and 
we presume that is the intention of the Act. 

Q- You presume that "profits" as used in the Act 
is what you call "surplus". A, Yes, 

Q» And you act accordingly? A. Yes, 

THE CHATRMAN: It would be heresy for Mr. Blake to 
speak of profits. 

BY MR. PARKER? 
Q» Jt am wondering why you did not go to the 


Legislature and get the Act changed so as to conform ta 
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your operations. At any rate that is the story of reserves, 
how you calculate them and the basis on which you calculate 
them? aA. Yes, 

Q- And having set that amount aside, has any act- 
ion been taken by your Directors to distribute these re- 
Serves? A. No. 

Q- Have the Directors a fixed policy under consid- 
eration, or has any decision been made as to what shall be 
done with these reserves? A. Only that they are there for 
an emergency. 

2» But they have never given consideration to the 
Spending of these reserves up to that date? A. Not on any 
project. They are there to provide against losses. 

Q- Something may come along any day, but that time 
has not yet arrived. You propose to deal with it then when 
it does. A. That is Pient., 

Q- Have you considered at any time paying any port- 
ion back to the members? A. If the Act allowed we would 
apportion them to the members! credit. 

2. But have you yet apportioned any of them to 
the members! credit? A. No. 

Q- They are just waiting for future S0tlona “Ay 7 
have not the right to speak for the Directors. They may 
decide the matter. 

Q- But so far no action hag beentaken by the 
Directors. A. No. 

Q- Are you a director? A. No, 

Q« You have set aside a reserve fund which is 
Still there intact. Have you paid back to members certain 
items? aA, Apart from what? 

Q- Apart from the payment called for under the 


a) 


contract. A. No payments have been made to the members 
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other than the amounts in the contract, but they have been 
placed to their credit in the members' reserve account 
individually. 

Qe The money has not actually been paid over but 
credited to their account? A. Yes. 

Q- And is that kept separate from the other re- 
serve fund? A. From the statutory reserve fund. It is 
not in a separate account in the Bank. 

Q- But in a separate ledger? A. Yes. 

THE CHAIRMAN: How do you regard that sum? 

THE WITNESS: That sum represents a further pay- 
Ment to the growers after the expenses of the Association 
have been met, but there also is this provision that if 
in any year there is a loss that loss can be apportioned to 
their accounts in the same way. 

THE CHAIRMAN: ts not that a large sum? 

THE WITNESS: That is what the concern operates on. 
We have no capital other than the small sum through member- 
ship. 

THE CHAIRMAN: That is your capital? 

THE WITNESS: Yes. 

BY MR. PARKER: 

Q- By “your capital" what do you mean? A. The 
Association's. 

Q- Are you sure you are right on that? A. It 
is a revolving capital, if you can use such a term. 

Q- Jt am asking merely whose it is. The Chairman 
asked whether you considered it as your capital? I am 
asking what you mean by the word "your"? Do you mean the 
Association or the members? A. The Association, which 


is an Association of growers. 
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35 I understand what the fees rns is. Whose 
Capital is this? Is it the Association's or is it not? 
Can you tell me? “A. The Association's capital Ll would 
say. 

Q- Then if it is the Association's capital the 
Association can do with it as it chooses according to in- 
Structions received from the Directors. ‘The Directors 
can do as they chouse with it? A. Yes, but they are sub- 
Jeet to discipline by the members. 

Qe Certainly, they are subject to being removed 
Tron office. 

BY MR. ARNASON: 

Q2- Do you consider this surplus a loan from the 
members of the ASSOC ation? §A, Vee!) or would consider it 
gee brush fund , 

BY MR. PARKER: 


Qe 


Vv 


are they the same thing? if yourcome: to. ine 

and borrow one hundred dollars, thas 16 your money and you 
can do as you like with it; but if I give you one hundred 
dollars in trust to be spent as I tell you, that is Slightly 
different. Don't get confused over this. Mr, Arnason 

asked you if these amounts that were eredited in the re- 
serve fund to the different members were regarded by you 

as a loan from the members to the association? Do you 

SO consider them? 4, I would say 1 regard them as trust 
funds, 

Q» You replied to Commissioner Arnason that you 
considered it as a loan and you add, as a tail, that you 
consider it as a trust Tunds: 2. Perhaps it could Scarcely 
be called a loan unless some note were given.for it. The 
member is given notice that his account is credited with 


that sum and to the degree that it is still in his account 


i <4 8 108 wu, on a 
a, enecinon od 8, RO <a at 
wa sbi Be act ous, eat ee RN a 
7 ; ; ; el . | ” 


. | | 7S AM: IRE i are . ayy 
a Rate moet naa s aa lini bse ‘sabtenes LOY. Ble Py a) ” 
i ; a ap Ps ie bEund td  aeY ae apis tors evy ead, Be pro 
_ : | oe | Bat Seal & am a 


vn 
y | | - ; | 
—) itn a7 ee 


_ re ae q 
= Mei) ) ad, fait oy, “1 oastas ait aid, “teat Be 
| ae : . ¢ 
a xe : hoe Gsaon -suay, el, saat ea lion: ho wenas supe gorxeoe ee 
q 7 “ewts | LE tant, 2" Ras Meese eS Ae 


‘ ae on) wo Way. 
: et = 3 nel tab. 
. “ke [ i TBs soe gis ee vs = 
Bais { ada (vOoY abl Dae 


) 
ois i nina ie Peel a? fee: eee fusue th, 


a 
; Paes sit ak atlbogh wie t@Rb Saeeiee gopaits +h: Hot bewss 
ee 2 of bays evans 
m | Mees att fa bak oe 7 STOW erodes, an Aah at 
a do chk Me: jek: SonSt Baie a “ee aan eae win gaol 5 6B 
7 | 
‘ean | | ae 
dies bs gett Exnge% —. YER, PRO i, : fs nao e 39% a 
a. | . ae? cen 
> He ons i? ae Nie “LE ap lun cetie at woh eden gat i: 
| | ‘a Hy : arieet : o : PB : 
7 SEO pis tes i, 110" woke HON ane ida! Bad ‘ag i Aomepiease 
4 Py 


i a Pisce 
Aes 


. Egiabince Lhnde th; Pars a8 oom bea Joind, sp geet eS Lage 


2 a oe ee el, ae 
| ey ‘tt ot ‘wav ts ates jen sade one ttt 2 \ipfigo.. 


’ ; ; > se 7? anf ayo 
rAl) Aas ; vate * on 
4 eae als 3 : adage 
RC igry taditnde,.e? eaddss ats, tat acdttigean ds. sic 
OR era ar ae er soreak wildest: Dye gue sagt, 
Bey) Suoror Ain et Pea gs: rt fail oan 8 
; 


ay a Mr. Blake 


it would be for practical Purposes alone. 
ae Apparently you have $59,000.00 which in your 


Statement you treat ag interest bearing loans. te Yes, 


Q. They are not loans from members? <A. Not irom 
present members, In most cases, in practically all cases, 
they would continue to be Imembers, 

; Q- But they are not made as members, A. These 
loans were contracted to British Columbia Seeds Limited ana 
were taken over by the Co-operative with the concern? 

Q. ts it correct to say that the Seed Association 
Owes that amount of money, that $59,000.00 oaa? Hy Nes, 

Q. It was money loaned that has been used for the 
Company's business. 4, BY" British Columbia Seeds Limited, 
and we took over their assets ana liabilities, 

2° - Your Association assumed that Piavility: &, Yes, 

2+ Some day you expesot to pay it? a. Yes, 

2+ How do you expect to get the money to pay? 

A. From the revolving Capital; in other words, loans from 
Present members, 

2. You will borrow it from present members and 
Pay off this loan? fe Actually the Money is there to be 
Paid. when we took over the loans we took assets of equal 
Value, 

2 But this loan ig Scike Outstanding and hag to 
ak nnd is covered by assets, Perhaps I should 
correct my Statement, Actually it igs there, covered by 
assets, 

Q« Assets taken over by this Association, which 
they still own? 4. Yes, and which were sufficient to 


Cover thege loans. 
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Q- So that the Association in addition to having 
share capital, has physical assets represented by this 
emount.' i. 6s. | 

Q» For which the Association has a corresponding 
Weoilivy? wh. Yes, 

Q. Is that a fair statement? A. Yes, 

{4+ «md in addition to that you have what, for the 
moment, we will call loans from members arising out of these 
credits, in their reserve accounts? .. Yes. 

THE CHAIRMAN: Without which you could not carry on? 

THE WITNESS: Without which we could not carry on. 

BY MR. PARKER: 

Q- In your brief, just before lunch, I was direct- 
ing your attention to two Sections. ust the bottom of page 
two there appears this statement: "The ussociation contr- 
acts at basic figures with its members and a percentage of 
non-members to grow seeds required in each crop year. «And 
On page four, dealing with business with non-members, you 
Say that in 1943-44 approximately 8 per cent of purchases 
were from non-members, Dealing with the 8 per cent, those 
were straight purchases made by the .ssociation from non- 
members? In some cases; in some cases they were contracts. 

Q. They were purchases; they were not goods 
handed over on consignment. They were straight purchases? 
ii. Yes, 

Q That represents 8 per cent of the total purch- 
ases. What makes up the other 92 per cent? 44. We purchas- 
ed from members. 

Q- Does the Association purchase seeds from its 
Members? «A. It contracts with members and receives their 


Seed, and in that sense it purchases their seed. 
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. THE CHAIRMAN: Do you regard that as a purchase 
from the members? 

THE WITNESS: Yes. 

BY MR. PARKER: 

Q- So that you will not be confused over Vuis ,) 
will read the form of contract, which is a Standard form: 
"It is hereby agreed between blank and blank -- between the 
aSsociation and individual members of the British Columbia 
Cooperative Seed aSSociation -- it Says "we", That is the 
erower. Let us say "I", «wy agree to plant a sufficient 
acreage of land to produce under ordinary circumstances the 
seed hereinafter stated as to variety and quality and the 
British Columbia Cooperative Seed Association hereby agree 
to purchase the seed crop in quantities ana at prices here-~ 
inafter Stated, allowing for further eed payment on 
Csrns! "to" be arranged by the Directors.! Is that a foi Stat= 
ement of the way you carry on business with the members? 

A. 91 think so, 

2. You buy their crop for an undetermined amount? 
a» The contract gives an undetermined amount. 

%- The initial payment is determined, but the bal- 
ance is an undetermined amount. 4A. The business is such 


that it is difficult to sell the product. Ordinarily a 


man must know what he is going to do before he Starts. 


Q- "At the prices hereinafter Stated," and in the 
columns you fill in the specific price for certain types. 
ae YOg, 

2. "L agree to plant a sufficient acreage of land 
to produce under ordinary circumstances the seed herein- 
after stated as to variety and quality and the British 


Columbia Cooperative Seed Association does hereby agree to 
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purchase the seed crop in quantities and at prices herein- 
after stated, allowing for further deferred payment on terms 
to be arranged by the Directors, the crops to be properly 
planted, cultivated ana harvested....." That first part of 
it is the meat; you buy these things from the members and 
sell them at the best price you can get for them? Ig that 
COrrects Al “Yég, | 

Q.- And you deduct expenses and the statutory re- 
Serve and the balance so far has been credited in the mem- 
bers! reserve account but not paid them? A, Usually our 
Crops are sold Synchronously with that Contract. 

Q- What happens if you sell them too cheaply? 

A. We make a loss. 

Q: ts that the whoie story? I am only asking these 
questions because we are instructed to find out the method 
Of operation and [ want to establish your method particul~ 
arly. That method is one of purchase from your members, Is 
that correct? a. Yes. 

BY MR. ARNASON: 

Q- You said that you purchased seed from the 

members? Aa. Yog, 

Q- What I would like to know is whether the 

reason for that purchase of seed is so as to enable the 
Directors of the Association to have the assurance of cer- 
tain stocks of seed on hand when they come to make contracts 
fOr sale. ts that one reason? A. That is the prime 
Reason. No Srower would normally sow a CVO. ar sthi sg nature, 
which does not produce seed and which is not of value for 
any other purpose, unless he has a good assurance that a 


definite amount of that is to be used, 


BY MR. PARKER: 


Q- If the Cooperative Association buys seed at a 
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certain price and Sells at an increased Price, such increase 
being sufficient to take care of all handling charges, cost 
of Operation, and Sufficient to get aside 4 Statutory re- 
Serve and a still further amount, on what 8round do you say 
that that reserve and the further amount are not profits 
the same as in the case of any other ordinary company doing 
business? How do you distinguish between them? A. Our 
Grower accepts a basic lower figure to Suarantee him cost 
Of Operation, or part COST. oF operation, before he Starts, 
ana he ig S0ing to wait for the remainder of hig Price: wn 
til after the SoDOp 16. eobd 


Q- Let us take an imaginary case. Suppose through 


were able to realize when you came to sell, is there any 
Obligation on the Srower's part to pay to the Cooperative 
that deficit? a, Only that jointly the members can be 
Charged. Our men are most vulnerable and Our method of pur- 
Chasing, in the true cooperative Spirit, ensures each 
Grower bearing the risks of other 6Towers to a degree ag to 
selling price. 

2° This is a contract between the member and the 
Company? Is there anything else that indicates that? 
A. There ig nothing else in writing, except that the member 
Subscribes to the fules, of the Association. 

% But do you consider, or does the Company con- 
Slder that in the case of loss it has a perfect Teh <bo 
Call on the member to contribute his proportionate Share 
of the loss on the same basis ag he was entitled to his 
broportionate Share of the Surpiusy | fe Collectively, yoo. 


Actually in Practice, we meet the loss on an individual 
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contract. On one thousand pounds of onion seed there may 
have been a loss and on one hundred pounds of cauliflowei 
seed there may have been a gain, and as between the various 
contracts the Association may still have a Surplus over 
selling prices. 

Q. Then everybody gets a little bit of the profit? 
A. Yes, 

THE CHAIRMAN: ‘tn other words the average shows a 
gain? 

THE WITNESS: Yes, 

BY MR. PARKER: 

- But suppose an extreme case. As a result cf the 
year's operation, suppose there was a Substantial loss. 
Suppose half of the members’ products were sold at a PLeoliae 
and the other half at a loss. The net result would be that 
the Association as such would have operated at a 108s, Dts. 

Q. Does the Association get it back from the memb- 
erst Ae Lt would charge that against the members! reserve. 

Q. Against all those whose product had been sola 
We ror, As well as those whose product had been ‘sold at 
PeeLOSS, A. Yas, 

Q- In other words, each would contribute to the 
Ose, A. Yes, It reduces the loans from the members. 

2° tam not sure whether it was you or the other 
witness who referred to Section 4 (p) of the Income war 
Tax Act. You are familiar with that provision? Let me 
read it: "The Income of Yarmers', dairymen's, livestock. 
men's, fruit STowers', poultrymen's, fishermenis and other 
like ccoperative companies and associations, whether with 
Or without share capital, organized and operated on a 
cooperative basis, which organizations 


(a) market the products of the membernS..oe«s 
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(b) purchase Supplies and equipment for tho 
use of such members under an obligation” -- I am calling 
attention to the fact that it is under an Obligation << 
"to turn such Supplies and equipment over to them at cost 
ve+eel The same phrase occurs in (a) “under an obligation 
to pay to them the proceeds from the sales on the basis of 
quantity and Quality, less necessary expenses and reserves." 
You are familiar with these two sections? A, I wae not 
familiar personally with these sections, 

Q- This is the So-called "exemption section" 4(p). 
in thas particular case is there any Obligation on the part 
of the Company to pay to the members the rurplus that you 
have credited to their reserve account? Ae Dothink Rule 
60 leaves it in the hands of the Directors as to when it 
Shall be done. 

Q- It is purely discretionary in the-hands of “tne 
directors whether they shall pay? A. That provision ig 
only made to cover the possibility that at the end or the 
five year period, which is the normal period of time it may 
be necessary. 

Q- Point out to me, whether it be in the Act ep raiee Ge 
the rules or in your contract or anywhere else, where you 
will find an obligation imposed on the Society to return 
this money to the members, as distinct from a mere dis- 
cretion resting with the directors to pay it if they see 
fit. Do you see my porauy “Aw Yea. 

Q- Will you explain to the Commissioners wherein 
the obligation is to be found? 

THE CHATRMAN: Have you anything else, apart from 
the rules, any document that imposes thas Obltgation? 


THE WITNESS: No. 
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BY MR. PARKER: 

Q. When we read the Act and read that form of con- 
tract we have it all? Ae Yes, 

Q» In your statement, Mr. Blake, you have set aside 
a contingent liability of $12,000.00 A. Yes. 

Q- it is referred to in your auditor's report? 

A, Yes. 

Q- But it does not appear in the statement. If 
there is a contingent liability there why does it not appear 
in the statement? A. Because it is only a claim. We 
contested it and since it has been arbitrated there is $200.00 
allowed to the payment,that is all. 

Q- The claim was asserted for $12,000.00? A. Yes. 

Q- By whom? I do not want the individual name, but 
what type of concern? 4, By the buyer of the seed claiming 
from the Association. It was arbitrated by the seed trade. 

Q. When this statement was prepared that was still 
active as a claim? 4. Our auditors claim that it should 
appear in the statement. 

Q. And the basis of crediting this reserve to the 
members is on the quantity of the seed 2nd the grade? 4A.Yes. 
it varies with the smounts paid to them for their seed 
delivered. 

THE CHATRMAN: What becomes of the share of the 
member on death or retirement? 

THE WITNESS: It may be returned to him. 

THE CHAIRMAN; May be? 

THE WITNESS: If ea member wishes at any time to 
cease being a member he may apply and it is returned. 

THE CH.IRMAN; Have there been any instances in 


which it was returned? 
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THE WITNESS: Yes. We have already returned sev- 
eral this year. 

MR. ELLIOTT: In the case of such a member retiring, 
is he given any peice) OF ths Surplus, any part of the res- 
erve, or is he given Only his share? 

THE WITNESS: That remains to his credit to mature 
in due time. 

THE CHAIRMAN: Normally at the end of five years? 

THE WITNESS: Yes. 

BY MR. PARKER: 

Q- Take these physical assets bought and paid for. 
Does he have a share of that on retirement? «a. If the 
concern is liquidated I presume he would. 

Y- But he cannot demana something equivalent to 
his share in the assets? 4. When his reserve fund matures 
there should be cash to pay. 

Q- I am not talking about the reserve funda but 
about the assets thet you took over from your predecessor. 
w» Those are distinct loans as apart from the amount to 
the members! credit. 

Q- That belongs purely to the association. Does 
the fact that you took over the liabilities, with corresp- 
onding assets, assist you in carrying on business? A. Yes, 
because those assets are equipment and stock-in-trade that 
we took over. 

Q- Without them you could not get started and it 
Still continues as a great benefit to the Company -~ well, 
2 Substantial benefit anyway. 4. Yes, 

BY MR. NADEAU: 
Q- Does your Association own any Sune ae 
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a If you describe as a subsidiary British Columbia Seeds 
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Limited -- a joint stock company was taken over. 

Q- By your Association? A. Yes, 

oy TWhento A. In 1942 or 1943; 

THE CHAIRMAN: It does not operate individually? 

THE WITNESS: We still use that name to sell our 
seeds. 

THE CHalRMAN: what Pe oneaer the surplus of that 
corporation? 

THE WITNESS: It has no surplus; it is owned by the 
cooperative. We should have discontinued it but we wished 
to wait a year or two before dropping that name. People 
had become so used to dealing with British Columbia Seeds 
Limited that we thought it best to retain the name. 

THE CHATRMAN: ‘Lt? ie only the name you retained; 
the business is done by the present corporation? 

THE WITNESS: Yes. 

BY MR. NADEAU; 

Q- «are there any other companies or associations 
Owned or controlled by your association? a. No. We have 
LOaned to one other association, but thet is entirely in 
the nature of a loan. 

Q. Another question anourcaie shares) re “abi 
your issued shares entirely paid up? ase Atv the moment 
some growers, who ere new growers, and are coltracting 
with us, have asked for the ten-dollar value of their 
Shares to be deducted from this current CLrODe seis pulic 
Tomei practice ly allithess are colleeted but ul4e mn 
tail end of the season and there may be one or two out- 
Standing. 

Q- Has your association, since it started operat- 


ions, taken over smaller organizations? «A. Only the one 


mentioned. 
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BY MR. ARN..SON: 

Gal £ notice in your brief you refer to business 
done with non-members and you state that to date no alloc- 
ation of surplus has been made to such members. Can you 
give any information as to what are the intentions of the 
board of directors in that regard? Do they intend to dis- 
tribute any of the surplus to Hon-memvers?: gan Vals far «ac 
I know they do not intend to do so. 

THE CHAIRMAN: Small as it May be, whatever surplus 
you gain from non-members is 4 profit, then? 


THE WITNESS: It could be considered as such. 


THE CHAIRMAN: You might concede that to DOcea prorit? 


THE WITNESS: Yes. 
BY MR. ARNASON: 

Q.- On page 5, section 9, you refer to the results. 
Can you give information as to what effect on the price 
level has resulted from the operations of the association? 
Ae The general price level? 

Q. Returns to growers? A. We believe it has 
improved their returns considerably. Since most of the 
business has been handled by the cooperative and since this 
is almost the only Seed-growing Seer ien of Canada it would 
De difficult: for me to Say fairly what other concerns 
Might have done. They might have done better than we have. 
I don't think they would, but it would not be fair for me 
to say they would not have done so. 

BY MRen ELLIOTT: 

Q- How does the association decide what the 
initial basic price per pound shall be? A. As a general 
rule we take approximately 20 per cent of our average 


expected sale price, and a good deal of the sale price 
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is already known before the contracts ere made, and we 
decide that that shall be withheld; but in some cases we 
adjust them a little. For instance, we pay freight from 
the grower's shipping point; and with low-price crops of 

9 cents per pound or so and freight of 1 cent, obviously 

10 per cent is taken up by freight; whereas with high-price 
seed, $12 a pound, where the freight is relatively un- 
important, it is comparatively nothing. Some crops become 
more of a risk to contract than others. Some crops are, 
one might say, tempermental. In one case the return may be 
fivefold, and other seeds may return ten thousandfold. 

Q- In the apportioning of the expected selling 
price that you pay initially to the grower your decision 
is based on considerations of risk -- probably about as 
much as: you think is safe? Is that it? A. Ags nearly as 
one can humanly evaluate it. 

Q- Presumably, looking at it from the point of 
view of your association, you would prefer to bey, Bim: .4 
somewhat smaller sum initially and make it up later, rather 
than pay him too much and find yourself subsequently with 
a deficit instead of a surplus? A. The directors at 
present are considering pooling all surpluses and each 
member holding his own surplus to stand on its own merits. 
Personally as a business man I am not too keen on it but 
the directors feel that that is the soundest method. 

BY MR. N..DEAU: 

Q- Does your association manufacture any supp- 
lies for their members? A. No. We do buy some materials 
[or members, though not in any large quantity. We have 
bought cleaning machines for them, insecticides, and other 


articles. 
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BY MR. PARKER; 

Q- Does your company supply the members with any 
fertilizer or anything like that? a. Not fertilizers. We 
have done Some thing in regard to seea treatment -- materials 
for their seed -- which is entirely involved in getting the 
seed safely in the ground. 

Q- But it is stuff they are chargea PORT 2 Met 
is supplied at cost. 

Qe «part from that, you do not market and sei] 
equipment? 4. With the exception of doing some business 
in town for the growers as their agent. 

Q- But as regards the Supplies you buy, it is 
negligible? A. Yes. 

MR. TUPPER: If it please the Commission, I should 
like to ask the witness one or two questions. 

THE CHAIRMAN: Very well, Mr. Tupper. 

BY MR. TUPPER: 

Q» Mr, Blake, you told Mr. Parker that you estimated 
that your association was doing between 60 and 80 per cent 
of the seed business in British Columbia? a4. The vegetable 
seed business only. We are only dealing with vegetable seeds. 

Q- What was the volume of business you did last 
year? A. The statement shows that the gross sales were 
$608,000. 

Q. I will run over a few names that no doubt 
are familiar to you and ask you to qualify the estimate 
Do you enow My: Newtry of Vernon? aA. Yes, 

2. He sells a great deal of onion seed and is 
described as the largest such grower in the Empire’? 

&. He is in Canada at any rate. 


2. You don't grow sugar beet sced? A. No, 
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That is not a vegetable seed; that is definitely a field 
root seed, 

Q I suggest that the combined business of 
Buckerfields Limited, of Brackman-Ker ana Mr. Newtry alone 
would exceed your Sales. Would you deny that? <A. dare 
you terorring to Sceds grown by these companies? 

Q- The business done in seeds?. Ay Thes6~ are 
Seeds purchased from elsewhere in this country. They might 
have purchased some from US. 

Q- I mean the actual volume of seeds. You purch- 
ase your seeds from your numerous members? A. We are 
wholesalers only. We don't do a retail business and I am 
referring to the wholesale businoss. 

Q- Would you positively deny that the combined 
wholesale business of these companies exceeds yours? A. I 
would not dare to deny it without being certain of their 
iseures, but Tt can Safely say, as regards Buckerfields and 
Breckman-Ker, that our sales of seeds grown in British 
Columbia, wholesale, would exceed theirs probably by about 
Pour to one « 

Q- What do you say about British Columbia peas? 
4. JI don't know what proportion would be boiling peas ana 
what proportion garden peas. Boiling peas are essentially 
Srain; they are used for making soup. 

Q- You raise $608,000 worth of vegetable seeds, 
which does not include Sugar beet, and some kind of peas-- 
that is, boiling peas? A. There are garden peas and 
Soup peas and boiling peas, classed as commercial peas. 

In clover and alfalfa they do a large business in this 
provinee which we don't touch. 


Q- Then you would narrow your statement to this 
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extent that, in respect of vegetable seeds properly so- 
called, not ineluding sugar beet; you do from 60 to 80 per 
cent of the British Columbia business? as That is growers! 
business, not referring to whet people buy from other places, 
and sell: 

Qs’ Can you confirm the assertion that the sugar 
beet crop alone is worth $120,000 as grown in British 
Columbia? A. As far as I am aware, it is approximately 
300,000 pounds valued at 15 cents a pound. 

Qe I have 380 tons worth $120,000. A. Is that 
actual production? 

m. I will call evidence on that. A. These figures 
could be obtained in this building from the Department of 
Agriculture. | 

Q- I am talking of all seeds. A. We deal only 
in vegetable. 

Q. Jt gather from what you said that the Sunset 
Seed Company Limited was one of your associate members? 

4. Not of the cooperative association. 

Q. Never has been? A. No. It is my personal 
eatfair. 

Q- iL hesitate to embark upon the question of loans, 
but may I ask one or two questions? Do you borrow money 
from the banks? A. Yes. 

Q. And have done so extensively? A. Not 
extensively as compared with our turnover. We do borrow 
for a short period to allow growers to get paid within 
thirty days. I personally kept them waiting but the direc- 
tors instructed me to see that they were paid. 

Q- When the loan matures you pay it off with a 


cheque drawn on your bank account? &. I presume that is 
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SO. There may be a bank entry. 

Q- And that bank account is made up largely of so- 
called members' reserve? A. Yes; 

Q- Suppose you had two or three unfortunate years 
and had not enough money in your bank account to meet the 
bank loan, what woulda you do? Suppose you had other assets 
but no money in the bank? A. We might sell some of our 
assets. 

Q- In other words, you would sell all the assets 
and continue to pay the creditor bank until you had exhausted 
all your resources? 4A. It could be done, of course; On the 
members might wish to loan money to the concern. 

Os “That. is hardly what you would do with property 
s7 Money YOU Meld in’ trust, 1g°4tP 9 a. With the exception 
that the growers have agreed to that in becoming members 
and in agreeing to abide by the rules. 

Q. You said in your evidence that these moneys 
were credited to your reserve account which would normally 
be‘repaid in five yoors? “2£..-Yos,. 

Q@- You are only two years old? A. Yes. 

Q- How did you estimate the five years? A. We 
estimated that would be a normal period of time in which we 
would be able to repay, as far as we could see. We had 
three previous years of British Columbia Seeds Limited to 
guide us, and we were learning from the experience of other 
cooperatives, which might not apply to us. 

Q- Until your directors feel that you have ample 
working capital, you do not expect to make a distribution? 
Pe Ob Until the closes of the five years. 

%, You feol that would probably be five years? 
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Q- And in the meantime the members have no rights 
to the return of the money until the fivcevers so determine? 
Ae No. 

BY MR. THORVALDSON: 

Q- J want to ask you a question or two about the 
original company. That was incorporated in 1940? Ae Yes. 

Q. Under the Joint Stock Companies Act? «A. Yes. 

Q- Were you the manager of that company at that 
ume tai y Led: 

2+ SO you have been with the organization from the 
fcoartr.’ £.¢ Yes. 

Q. And in 1942 there was a change to a cooperative 
Pr eaniZepion?- A.\ Yes, 

Q- dare the directors of the present cooperative 
the same as the directors of the original company? 2, “Nb. 

Q. Are any of the game directors there now? A. No; 
I don't think so. They were until recently, butvat the 
present time there are no directors who were directors at 
the inception. 

Q- How many shareholders did the original company 
have? <A. Only five shareholders, 

Q- In connection with the seuceesuies association, 
I suppose your customers, that is your producers, are Ta ey 
well the same now as were the proaueers Sor athe original 
company? Is that so? A. Having 351, there are a lot of 
new ones. There have been one or two denths, and one or 
two growers have ceased to grow seeds or have moved Away - 
Otherwise, generally, they are the same body of men. 

Q-« In 1942, when this change-over was made to a 
Cooperative association, was there some discussion among 


the directors as to doing so -- the reasons for the change? 
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4e The change was brought about by the British Columbia 
Seed Growers Association for whom the controlling interes*% 
of British Columbia Seeds Limited was held in Crust. 
British Columbia Sesds Limited have three sharcholders who 
hold shares in trust for British Columbian Cooperative Seed 
Association, which is a body under the Socioties TO'Gls 

Q- But there obviously had been some discussion 
among the directors. There must have been some reason, for 
the change-over? A. Yes. 

Q- Whet was the main reason? 4A, The Main reasons 
are set out in my brief, one of which was to ensure greater 
control of the enterprise. 

Q.- Did the tax question enter at all into the rea- 
sons for the change? «A. No. 

Q- Was the question of taxation discussed at the 
time the change-over was mado? 4, Only to this extent, 
that British Columbia Seeds Limited paid out its entire 
varnings to its growers who were membors of British Columbia 
Cooperative Seed Association, which is or should be Largely 
an educational organization: but the garnings were paid out 
or returned to the growers and they gave British Columbia 
Seeds Limited a nate, or British Columbia Seeds Limited 
gave them a note covering the amount. That was consid- 
ered not a sound basis of operation. It is Vory Citticuls 
to run a cooperative when the members are unable to meet 
together and voice an opinion, and it was suggested that 
it would be less cumbersome to operate as a joint stock 
company. But that was found to be not sound. As in many 
other democratic undertakings, the democratic way is 
cumbersome, but finally it is found to ve sound, and in 
the case of the cooperative we concluded that the cumber- 


some mcthod was the soundest even though it brought many 
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Car fisulities. 


Q.- Under the joint stock company system did you have 
any profit? A. riers Was DO pron Ge 

G@. Jt Wasiell paid out? “Wi weds 

Q. Under your old system of payine everything to the 


grower you did not pay income tax? A. No. 


Q- Were you required to file income tax returns? 
me. eg; 

Q- The old company was? aA. Yes. 

Os 413 the new company required to file returns? 
A. Yes. 

Qa» Does the cooperative file returns? A. Yes. 

Q- Annually? aA. Yes. 

Qe Do you show profits? A. No. 

MR. PARKER: Js my learned friend justified in ask- 


ing questions about the details? 


MR. FRANCIS: We take the position that we have noth- 
ing to hide, but this is being carried far afield. 
BY MR. THORVALDSON: 
2- Was any particular change made in your business 
methods, since you started to do business as a cooperative, 


compared to what they were before? Only that we ceased 


to give the grower the actual payment. He became a member 
and the further amount was put to his credit in his own 
account. 
Q- Was there any particular change in your method 
of operation, such as the method of purchasing sseds and so 
our 2, No, 


Q- That was the same? A, Essentially the same, 


There may have been minor differences. 


Q.- Was there any particular change in the method 
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of bookkeeping? ‘.. As it would involve members! acecunts 
only, 

Q- Only so far as it invoivea members' accounts, 
Your methods of Operating in a business way as to salos, 
under the cooperative procedure, were exactly identical with 
the previous method as a joint stock company? A. With the 
basic exception that now the money which is still due goes 
into the members' reserve account, which makes a consider- 
able difference. 

2- But I wes referring to the commercial operations- 
the method of dealing with the customers, aA. They are 
Ssssentially the same. 

Q. Was there any change in the purchasing contract, 
the one which has been filed ag an exbibitr “ae. Only such 
as would clearly result after exporience had suggested an 
adjustment, and this aefinitely provides for a further 
ment to the grower. 

%: «actually, wes there any change in the wording 
of your contract, or is the wording of tne present contract 
identical with the one you used in 19417 4. With the ex— 
ception that we have now -- well, I am not sure whether it 
wes during B. C. Seed's time that the contract was changed 
to its present status. 


Q- Do you recall in what particular it was changed? 


4. The change I mention allows a further price to be paid 
to the grower. 

Qs But under each system, prior to the Change, you 
wade an outright purchase from the grower 4. The initial 
purchase, yes, or the initial payment. 

Q- In each case, both under the joint stock sye- 
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tem and under your cooperative, you purchased your product 
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outright from the Srower? A, Bearing in mind that we were 
& non-profit joint stock company . 

Q- Answer the question. <n both cases you made san 
Outright purchase from the @rower? ff. We made an initial 
payment. 

Q- When did you make the iuiitial purchase? " Ag Dn 
Our contract with the Erower; that is his first basic price 


which gives him courage to risk and to go ahead and plant 
nes crop knowing that he will not be left entirely unprot-: 
ected when he is finished. 

Q- The contract says you do make a purchase. That 
PeTisht there, 4. “Yea. 


Q- Your old contract said the Some. China, Bec, 


Q. So that in that respect the contract is the 


Qe My learned friend, Mr. Thorvaidson, has indicates 
that there was very little difference between the old company 
and the new company. That is correct -~ that the method of 
bookkeeping ig much the Samer A. Yea, 

Q- ts it a fact that the fundamental difference 
between the old company and the new company is that the 
new company is controllcg by the growers in the interests 
Of the growers? 4, Yes, and so was the Old company; but 
in the case of the old company there was the added dangers 


that it might not continue to be so bdecruse it was not 


(aay 
vased on the cooperative principle of one share one VOUG 
Q- The difference between the Dew company and the 
Old company. or one important difference, ig that the sontror 
2 f 


of the new company is assured to all growers? A. ASsurea 


more in perpetuity than the other. 
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MR. PARKER: I tender this document in evidence. 

THE CHAIRMAN: Does this dispose of the case? 

MR. P.RKER: Yes, Mr. Chairman. 

THE CHATRMAN: wheat is the next? 

MR. FRANCIS: The next case is a submission on be- 
half of Massett Co-operative Association. The DPLet wi 
be presented on behalf of the association by Mrs. Ss. L. 
Simpson, of Queen Charlotte Island, the Vice-President. 

MRS. S. L. SIMPSON, 
Vice-fresident, 
Massebt Co-operative association, 


having been duly sworn testificd 
oS Follows; 


BY MR. FRANCIS: 
Q. Mrs. Simpson, you are Vice-President of Massett 
Cooperative association? A. Yes. | 
Q- Will you please proceed to road “your briet. 
(Mrs. Simpson submitted the brief as follows: } 
"Brief submitted by Massett Co-operxtive 


Associetion to The Royal Commission on 
Co-operatives 


"The Massett Co-operative Association igs not arge, 
but has some unusual features which cannot be explained in 
terms of its balance sheet alone. To understand the 
structure and function of our Organization 4G as necessary 
to give briefly an idea of its background. 

"The Village of Massett is situcted on Graham Island, 
the largest island of the Queen Charlotte Islana group. 

It is about one hundred miles from Prince Rupert, five 
hundred miles from Vancouver and forty miles from the 
Closest islends of Alaska. 

"The major industry of the area is fishing, with some 
farming and Logging. 


"Nearly all the people who live in the area are 
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concentrated in the two villeges of 01d and New Massett. 
Theso villages are three miles apart in point of space, 

but poles apart in other ways. New Massett is a composite 
group of white settlers of English, Dutch oa Scandinavian 
origin. Old Magsett is on an Indian reserve and the inh- 
abitants are all Haida Indians, not many years removed from 
the tribal state. 

"Before the first World War a considerable number 
of settlers came into the district on the wave of a land 
boom which subsisted quickly when it was found that the 
land was not suitable for farming, and the markets  non- 
existent. The settlers who remnined numbered two or three 
hundred and the population remained at that level. In spite 
of the fact that the Island has always produced a consider- 
able wealth of fish and timber, most of it goes past the 
front door of the villagers, in fish packers taking the 
fish to canneries and cold storages on the mainland and in 
log barges carrying the logs to pulp and sawmills in the 
south. 

"There was a combined fish and clam cannery at 
Massett which was for many years the mainstay of the two 
Villages. In the 1930's this cannery got into financial 

. difficulties and finally closed and the opportunities for 
livelihood narrowed more than ever. This threw many of 
the families onto relief, not only in New Massett, but also 
in 01d Massett, where relief was merely a miserable pittance, 


hot sufficient to supply adequate nourishment to fight 


disease, prevalent in our native villages. 
"The two villages have no electric lights, no 
water system, practically no medical or dental service. 


Their only connection with the. outside world is by a 
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bi-monthly steamer from Prince Rupert. For many years we 
hoped that some concern would come into the place, start 
some new industry which would provide employment and produce 
prosperity, and thus bring in some of the amenities of 

city life and provide a more reliable livelihood for the 
villagers. This did not happen. It became apparent that 

we were thrown on our own resources 2nd that if we wanted 

to enjoy a better life we would have to find the way our- 
Selves. Our co-operative grew out of this need, 

"The Association was incorpornted under the Co- 
operative i ceaa ee he Act of British Columbia in March, 
1942. It was formed by the people of the two villages 
of Old and New Massett for the primary purpose of co- 
operative ownership.iand operation of the razor-clam beaches 
of the Queen Charlotte Islands. Out of a total populat- 
ion in the two villages of 014 and Now Massett of about 
700 people which includes women and children, there are 
500 paid up members of the Co-operative. About 90% 
of the adult working population hold shares in the Co- 
operative and participate in some piase of its eetivitice. 
The only restriction on Iembership is thet the member 
must live in one of the two communitics. Every occupation 
possible in a coast settlement is represented among the 
membersg there are fishermen, clamdiggers, cannery workers, 
truck drivers, Storekcepers, the local wireless operators, 
the minister, the magistrate, the district nurse. All 
these work either directly within the co-operative or they 
belong to it because they believe it is the means of im~ 
proving the economic welfare of the community. As is 
often found along the coast this cross section is of 2 half 


dozen nationalities, of every political creed and 
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religious belief and in addition are divided into two racial 
Groups. | 

"The bond which brought these many elements togeth- 
er was the growing realization that ina depressed area such 
as ours the best way to improve conditions was by mutual 
self help. 

"At the outset we realized that our primary need was 
increased income and this coulda only be attained by utiliz- 
ation of whatever resources were at hand. The lease rights 
to the clam beaches were still owned by the canning company. 
An agreement to purchase these rights was reached at a 
price of $22,000.00 and after much Scratching around among 
the whites and natives, we raised in share capital $5,000.00, 
enough to make the initial payment required. The old cannery 
cquipment was repaired, “all the Tabour necessary was provid- 
ed locally, and in 1942 we produced our first pack of clau 

"It became evident at once that if the Co-operative 
could successfully revive one field of employment it could 
do the same in others. In 1943, and again in 1944, salmon 
aS well as clams were packed in the co-operative cannery. 
This has oe been easy by any means.- In the threo years 
of operation we have had many vicissitudes. In two years 
there was a small surplus and in one year a loss. Never- 
theless the co-operative has paid out in wagos to its 
members since inception $150,000.00, thereby raising the 
Standard of living of all persons in the villages apprec- 
iably; and, most important, has given birth to a new 
feeling of confidence in the future. 

"Our method of operation is as follows: 

"Distribution of carnings. The surplus from our 


Operations is allocated each year to the members as a 
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percentage on their wage earnings. Before such allocation 
is made, however, the required legal reserve of 10% of 
earnings is set aside, together with a 5% reserve for 
depletion of the clam beaches. If a loss is experienced 
then the members must take this out of their wages. At 
the general meeting cach year the members decide if the sur- 
plus is to be paid in cash or if it is to be allocated to 
members but left in the co-operative as share capital. As 
the co-operative has heavy obligations the latter course 
has always been followed and probably will continue until 
the co-operative is on a sound financial footing. 

"Share Capital. Our share capital is dangerously 
low compared with volume of business done and total capital 
required to handle this business. Accordingly we are build- 
ime Up share capital, not only by direct purchaso of ‘shares 
by the members, but also by contributing our allocated divi 
ends to share capital, as above, and in addition the member- 
ship has agreed that until our loan from the outside co- 
operatives ia paid off we. will contribute 10% of all our 
wage earnings also to share capital. We do not pay interest 
on share capital. In 1943 total share capital was 
$4,776.99. To assist in financing all members leave 23% 
of their wages in a fund which is distributed at the end 
of each year. 

"Loans. Our financing is done mostly through 
loans from members, loans from other co-operatives, and 
Occasional loans from the bank on the pack as required for 
operation. 

"Loans from members in 1943 totalled $2,710.65. 

Most of our members being natives and in 1 low income 


group, it is not possible to borrow largely from them. 
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In 1944 we obtained a loan of 911,600.00 through the Co- 
operative Wholesale Society of British Columbia. 
"Non-membership business. In the case of the cannery 
co-operative there is no question of this as all workers are 
members. In the case of the store co-operative we have 
lately embarked on, we have not yet completed a full year's 
business and cannot say what proportion of non-membership 
business there will be. It may be worth pointing out that 
in a self-contained country community like ours where near- 
ly all the population belongs to the store co-operative, 
the non-membership business will be of little importance. 


"Our procedure with regard to Reserves and Bad 


Debts. As described we set aside from the surplus a Legal 


Reserve and a Depletion Reserve. Bad debts are negligible 
in our business and we do not set up a reserve for this 
purpose but write off small amounts as a direct operating 
charge as necessary. 

"We do have a definite problem in regard to Deficits 
onvour operation. In 1943 the Deficit amounted bogs ye72704. 
This is set up as a Deficit Account on our books, and red- 
uces the membership equity accordingly. 

"Experience with Income Tax. Our only experience 
in this regard has been in 1942 where we allocated a surp- 
lus among the membership and in this case we deducted the 
dividend tax for the account of the Income Tax, the balance 
then being credited to the membor Ob Share capital... er 
believe this dividend tax was 7%» 

"One of the hardest problems of our Co-operative had 
to overcome was the antagonism existing between white ana 


Native groups. The reasons for this hostility are many 
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but it is sufficient to say it was very real and et first 
blighted all hope of a central co-operative. There were 
friendly elements on both Sides, however, and it is a tribute 
to their perseverance and proof of the soundness of the co- 
Operative principles that the two factions have since learn- 
ed to work harmoniously together. 

"There is no discrimination in the Co-operative 
between Whites and Natives. One member has one vote regard- 
less of race or shares held. The selection of the Board of 
eight directors ig made in such a way as to ensure that 
both groups, Natives and Whites, are able to choose an equal 
number of representatives. The Manager of the business is 
engaged by the Board, 

"This equality throughout the Co-operative has done 
2 great deal for the mental outlook of the Natives. Indians, 
including those of Massett, feel that they have been treat- 
ed 1s members of an inferior Tace, which is doomed to extinct- 
200, ond that they have been despised and Segregated and 
deprived of their rightful share in our national aio ur 
Co-operative has gone right to the heart of the problem and 
given them their one basic desire, equality. 

"Our Co-operative is a producers' organization of a 
Most fundamental type. The Tesources we use, the clam 
Deaches, are owned in common, the tools of production are 
Owned in common, and every person at work in the cannery 
or on the beaches is a member of the Co-operative. At our 
annual meetings we have almost onc hundred per cent attendancoa. 

"We use a union wage scale as a fouge for labour 
costs. 

"We have a definite programme for the Future. We 


dDelieve that co-operation is the ideal way of life for a 
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rural conmunity. By working together many things arc made 
possible which could not be done individually. Therefore 
we intend to extend the co-operative programme into our 
cconomic lives wherever -nd whenever possible. 

bo thie ond we ais developing our main industry, 
fishing and fish Manufacture. In addition to our own cann- 
ery we intend to have our own cold storage, sufficient Tor 
the needs of local fishermen and farmers. We are planning 
a Co-operative lumber and Shingle mill to provide our supplies 
and much needed winter employment. We intend to install a 
co-operative lighting plant as soon as war conditions permit. 

"AS consumers we feel that the co-operative store 
Can ensure savings and provide better service. To that 
end we established a co-operative store at the Indian village 
in 1944 and are establishing a similar store in the White 
Village in 1945, 

"we feel that our Co-operntive has made some definite 
contributions to the problems facing many a small community 
in Canada. We have tackled the problem of race relations 
and solved it in the only way possible. We have used our 
Notural resources in a case where the profits involved were 
too small for private industry and we have made them into 
[eo Ce Or Ihcome Lor all of Ges From a state of lethargy, 
and dependence on either government aid or private companies 
we are developing a healthier dependence on our own 
Strength and ability to solve our local problems. Our 
people, through co-operative enterprise, are no longer 
On relisf thus réleasing the government of that responsib- 
Reb y's Some of our members have become income tax payers 
through the benefits of co-operative effort. 


"AS co-operative enterprise in our community 
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develops, and projects resulting from the development of 
our local natural resources increase, government revenue 
from our area will increase accordingly. Such development 
is not sufficient to interest private companies, but will 
tend to round out our yearly income. 

"Our aim is to make our community a self-supporting 
unit that will be a help to the government of our country 
curing the difficult war period and through the still more 
difficult period that lies ahead, 


"Respectfully submitted, 


Massett Co-oporative Association 
(S. L. Simpson, Manager) * 

THE CHATRMAN: Mrs, Simpson, on behalf of the 
Commission, I wish to compliment you on the excellence of 
your brief. Perhaps I should ada that it is the most human 
document that we have so far received. 

THE WITNH#SS: Thank VOU, uain. 

BY MR. FRANCIS: 

Q. Mr, S. L. Simpson is the manager. He is your 
husband? A. Yes, 

g- I understand it takes about a month for you to 
come and attend these sessions? A. Yes. We have a bi- 
monthly service and unfortunately the meeting was held at 
such a time that it was unavoidable missing the boat. 

Q. It was not possible for Mr, Simpson to be 
here® A» No. he is very busy. 

% But as Vice-President you are reasonably 
familiar with the operations? 4. Yes. Unfortunately, 

i can't present the balance sheet. The books were sent 
to the auditor at the end of November and he was instruct- 


8d to send the balance sheet down but so far it has not 
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arrived in the mail. 

ie, OWES rou give it to the Commission when it 
does arrive? A. Yes, 

THE CHAIRMAN: You could forward it on to your 
Counsel and he would forward it to the Commission. 

THE WITNESS: Yes, Mr. Chairman. Our rules are 
incorporated with the tide table and at the present time 
they are in the press. 

THE CHAIRMAN: Perhaps you will send that on at the 
Same time? 

THE WITNESS: Yes, 

MR. PARKER: I do not think I have any questions to 


ask. 
BY MR. LOCKE: 
Q.- Mrs. Simpson, I want to get some information 
from you as to the exact way in which this cooperative 


operates. First, have you a copy of the memorandum of 
association? A. TI-have Just the one CODY, 

Q. The rules are in that? vA. “Yess 

Q- Would you mind if this was put in? A. Not at 


Pde 
Q@» Then I will put it in 4S an exhibit. Are the 


rules in there too? A, Yes. Each year we Pur out 4 
tide table and imorporate the rules for the members. 
(Memorandum of aSSociation, Massett Co- 


Operative association, filed and marked 
ac EXHIBIT ie) 


Q Has there been any change since this wags 
printed? A. No; there has been no change. 


2. I refer to the terms of the memorandum of 


~ 


association which are set out at page 9 of Exhibit 1, which 
States the objects of the association -- "to carry on 
the business of merchants in all its branches" -- and it 


Particulerizes: "to buy, sell, produce, Manufacture, can, 
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pack, preserve and deal in all Kings: Of ruroes vegetables, 
provisions, meats, fowl, game and other food products, to 
buy products in the foregoing, to carry on the business of 

s BvOnekeeper in all its branches, and in particular to 

buy, sell, manufacture and deal in goods, stores, consumnab- 
le articles, chattels and effects of all Kinds, both whole- 
Sale and retail and to transact an agency business, to make 
arrangements with persons engaged in any trade, business or 
profession and others, etc." This is the memorandum which 
is contemplated by the Cooperative Associations Act and 
shows it is filed on February 19, 19428. Does the cooperative 
association own a cannery? Did they buy it or lease it? 

A» The cannery is leased from Nelson Brothers for five 
Yours, Cxpiring in the fall of 1945, but the equipment is 
our own. 

Q- The equipment belongs to the association? A.Yes. 

Q- And the grounds where they dig the clams, they 
were purchased at a price of $25,000? A. From the Nootka 
Packing Company. 

Ge DY the association: -Aa’ Yess 

Q- And how much was paid? A. We have to pay it 
Off each year’. 

Q%- Would you describe how you deal with your 
members in the purchase of fish? Do you purchase salmon 
from your members? A. We don't really handle the fish 
business at all but merely can for the Prince Rupert 
Fishermen's Cooperative on a cost basis, so much per case, 
and the same agreement was mado with Nelson Brothers this 
summer for handling a percentage of their pack. 

Q- You don't do any fishing at all? A. No. 

Q. «and in return for so much a case you can 


.) 


Salmon for these other organizations? A. Yes. 
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Q- What about clams? How do you handle those? 
ae That is the work of our cooperative. We dig the clams 
and pack them and they are sold through an agent. 

1. How do you pay for the clams? Do you purchase 
them from your members? 4. They are purchased at four 
conts a pound from the Members. They are picked off the 
beaches and delivered to the cannery. Each box contains a 
tag with a number and each digger has a number, and the clams 
aré weighed and the poundage credited to the members. 

Q. Do you pay them a down payment? A, There is a 
payroll and at the end of the month they are paid the sum 
total of the amount less one third that is held back, that 
is a hold-back account -- 10 per cent for reserve and 
25-1/3 per cent to act as operating costs throughout the 
period of operation, 

Q- JI om not clear on the point as to how you deal 
with your members. Do you give them credit for the clams, 
SO much a pound? A, Yeg, 

Q- Is that what other cooperatives refer to as an 
initial or down PaymMonty Is that initial payment four 
Cents, or what is it? A. That is the full price of the 
clams, four cents a pound. | 

THE CHAIRMAN: They get nothing more than that? 

THE WITNESS: No, four cents a pound. They get 
two thirds at the end of the month. 

BY MR. LOCKE: 

2 The cooperative purchases clams from its 
members and the arrangement is that they are to be paid 
four cents a pound, and this amount is credited to them 
and at the end of the month certain deductions are made 


and they get the rest? A, One third is deducted, 
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Q- Is there an agreement in writing between the 
members and the association? A, I think you will find 
that in the rules. | 

Y- Will you look for it? Is it something that igs 
in the rules? Is there a contract? As dt is in the rules 
of the cooperative. 

2. You can find it quicker than I can. Are you 
thinking of that rule that says that the members may be 
required to enter into contract with the association? Ig 
that what you are thinking of ? I did not have time to read 
your rules. A, I am not sure, but it seems to me -- well, 
it may not be in the rules, It May have been presented at 
the annual meeting and the policy agreed on by the member- 
Ship. I don't gee it here. Probably that ig what it was. 

Q- You don't find it in the wiles: a tqsae is no 
written contract, so far ag you are aware, between each 
member and the coopverative? A. No. There ig no contract 
butbait is . policy adopted by the membership. 

Qe At the end of the month 10 per cent of what is 
deducted? A. At the ena of the month the digger receives 
two thirds of the amount he Should receive. The rest is 
kept in what is known &@S a hold-back account and at the 
end of the year the hold-back account is Paid to the digger 
less 10 per cent, which is kept to build up a reserve 
account. 

Q- ts the third that is hela back credited to the 
individual member in the books of the cooperative? <A. The 
lO per cent -- 

Q- I am not speaking of the 10 Per cent but the 
third held back. Ig that credited to the member? ay SO Ge 


It is credited to hin and paid to him at the end of the 
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season. 

Q- And it would show in the accounts of the co- 
operative as a LOGIC y 2s oh. he held back, | | 

Q- Have you the 1943 balance sheet? <A, No, I am 
sorry we haven't got it. 

Q- You filed the 1943 balance sheet in Victoria? 
A, es, 

Q- Having bought the clams from the member, you 
pack them and sell them; and what about the people who work 
in the cannery? A, They are all members of the cooperative. 

2. You spoke of wages. Do they pay wages? 

A. They are paid at the union rate, as you will See 10 tho 
Prete Tat ie used as our gauge for labour costs. 

Q- Those members that are paid wages -- have they 
any interest in the earnings -- we will call it surplus or 
whatever you like, Have they any interest in the surplus 
of the cooperative if there is one? “As Vou. If we have 
a surplus, then at such time as the Surplus is to be 
allocated to the members they will receive & share of the 
Surplus in proportion to the amount of services they gave to 
the cooperative. | 

Q- Can you make that Clearer? A. One person was 
paid ten dollars in wages, Say, and another person $100 in 
wages: then the person who was paid $10 would get one 
tenth as much as the one who received $100. 

Q- They would relate these amounts to the amount 
Paid to those who produced the clams in deciding what they 
would get out of the Surplus? A. Whatever service the 
member puts into the cooperative is his share of the 
Surplus. 


Q. tg that set out anywhere except in the rules? 


“hig od ew RTROE 
aly 


-8l- Mrs. Simpson 


Is it set out what the rights of the members are? A. That 


is the fundamental law of the cooperatives, that this sur- 
plus is returned to the Members as a patronage refund in 
proportion to the amount of business or service they do with 
or give to the cooperative. 

Os Where does the money come from to pay for the 
Machinery? A. ‘hat comes out of the share Capital. That 
is what we paid our beach leases with, and also out of the 
Sesorve Tt und, 

ae Ey Much did you say your share capital was? 
How many members have you? A. Three hundred paid-up 
mombers. 

2. How much are the shares? A. Ten dollars, 

Q. And you paid $5,000 to begin with on the purch- 
eo or athewclam beaches? A. Yes. Part of that was by 
member loans. 

2- You bought the machinery in the cannery? 

A. No. The cannery machiner was not charged for. The 
machinery that was in tho cannery was used. It did not 
delong to Nelson Brothers but to the Queen Charlotte 
Canners. The mombers of the Queen Charlotte Canners were 
very much interested in thig cooperative project and felt 
it meant so much for the community that they were willing 
to allow the cooperative to use the machinery without 
charge, only that they would keep it in repair and up- 
keep. 

2+ The cooperative docs not own the machinery 
but merely uses it under an arrangement with Queen 
Charlotte Canners? A, Tes. 

Q. Has the cooperative any other capital invest- 


Ment except the clam beaches? Have they additional 
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machinery? A. We have one new truck, and others were 
turned over in the original purchase price. 

Q- Up to date you have not had a profit, or it 
has not been decided how the profits or surpluses are to 
be distributed? So far you have made no profits? A. We 
had a small profit on one or two operations. 

Q- But you have not made a distribution? A. No. 
There was such a large deficit that it would eat up what 
we did have as a surplus. 

Q- The amount of the distribution is recommended 
by the directors and approved by the members? A. Yes. 

Q- Is that so under your rules? A. Yes. 

Q- You can these clams, and does the association 
Sell them on the market -- canned clams? A. Our sales 
are done through a New York firm that handles the selling 
of all cooperative products. 

9. Do you have your own brand? A. Our clams are 
sold under the cooperative label. 

Q- The Masset cooperative label? <A. Yes. 

Q@- Do you carry on banking operations? A. Yes. 

Q. In Prince Rupert? A. Yes. 

Q- Tell the Commission about the store. Where did 
the funds come from to purchase the stock-in-trade for the 
store? A. From the share capital that was raised in the 
two communities. 

Q- So that we may be sure that we do not misunder- 
Stand each other, when you say “share capital" do you mean 
money realized from the sale of shares? A. Yes. 

Q- I understand the total of that is $3,000? 

A. No. The store is a different operation. “That is a 
different organization entircly. It is a consumer co- 


operative; we are a producer cooperative. It covers the 
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consumer end of it. The store is a separate entity. 

Q- JI understood your bricf to say that the assoc- 
lation had started up the store, or was Operating a store, 
fen! G-that right? A. No. Tho Massett association is not 
running the store. They are separate organizations. 

2- What is the name? I woula like to know. 

Ae I think thse store is incorporxrted under the name of 
Massett Cooperative Association. It was a technicality. 

Our operations as far as financing is coneernea are absolute- 
ly separate, They are handled Separately and they are 
handled by a Separate board of directors. There is . board 
of directors for the cannery and a board of directors for 

the consumexz cooperative. 

Q- Is it registered under the Cooperative Associat- 
ions Act? A. Yes. 

4+ There are two Separate certificates of rncorTp= 
Oration? a. Yes, 

Q- Has your association any interest in the store? 


Bae bhank we have One share. 


Q- Perhaps you can tell me how the store operates. 


Its capital is provided by this separate organization you 
Speak of? A. Yes, | | 

®- Which sells general merchandise. Can you tell 
me -- 

THE CHAIRMAN: ‘The witness is not an OL iaC Lado r 
that association. 

MR. LOCKE: If gomeone is going to give evidence in 
regard to it I will not ask this witness. Ig anyone going 
to give evidence in regard to it, Mr. Prancis? 


MR. FRANCIS: I have no instructions. 


THE CHAIRMAN: we are limited to this organization. 
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MR. FRANCIS: The word in the brief is "we". There 
She is referring to the people of the community. 

THE WITNESS: It should have been the people, not 
"wet, | 

MR. LOCKE: I will not ask further questions. There 
are a number of these stores. I am Sure this witness could 
explain how the store operates, but if you think that is 
not satisfactory I will not persist. 

THE CHATRMAN: We cannot wander har af veld, 

MR. LOCKE: We are not wandering, Mr. Chairman. 

THE CHAIRMAN: No; perhaps that is as bad a word 
AS Droits « 

MR. LOCKE: You will hear a lot about the stores. 

THE CHAIRMAN: There will be briefs submitted in 
soecerd to stores. 

BY MR. LOCKE: 

Q- Is there a copy of the 1943 balance sheet in 
town? I can get it by telephoning to Victoria. A. I ean 
have it on hand tomorrow. 

Q- J might want to ask one or two questions 
about the balance sheet. May I defer that until tomorrow? 
A. I have the 1943. | 

Q- That will do for My purpose as well as 1944, 

A. Very well. 
BY MR. FRANCIS: 

Q- There is one point. Something was said about 
wages, and under examination by Mr. Locke, Mr, Simpson, 
you admitted that 2 sale of clams took place. I don't 
understand this myself and I want to clear it up. On 
page 4, at the top of the page, you say a surplus from 


Operations is allocated each year to the members ag a 


broke setae 
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Percentage of their wage carnings, and reference is made 
later on to Wages; and on page 6 you say you use the 

union wage seale as a gauge for labour costs, My under- 
Standing is that the 4 cents is really advance wage for 
digging the clams? A, Yes, The board of direetors al- 
ways felt that the hardest pert of the work is done by 

roe: Clam digger and he should be reimbursed to the best of 
our ability. At the time they received One and a half 
cents for clams, and as we successively received an increase 
in the canned Product we have given them the advantage of 
that increase. He gets the raw product. 

@- The point is this. Is this correet? The four 
cents a pound is an advance? That is wages for digging the 
Clams? A. Yeg, 

Q- And you pay four cents. Your experience with 
the other organization was one =nq a elit “AS vec. 

Y- So that it ig not a sale of clams by the digger 
to the association? A». Now 

MR. PARKER: Who owns the clams? 

BY MR. LOCKE: 

Q- May I ask that? Who Owns the clams when they 
are brought in?- a. Until Such time as the clams are 
weighed they belong to the digger. When they are weighed 
they belong to the association, Lf a dig a box of cleme 
that is my box of clams until such time as they are weighed, 
When they become the property of the association, 

2 I do not want to confuse you, but I should 
think that if the clam digger ig working for wages for 
the association, in grounds Owned by the association, the 
Clams would at all times remain the property of the 


Besociation. A. In So far as the diggers ride on our 
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trucks and the clams are brought to the cannery on our 


trucks, they are Ours. But anyone can dig on these beaches. 


We don't restrict Cherie to dig on our beaches to our 


diggers. Anyone can dig clams for private consumption. 

Q-. The Srounds themselves are Owned by the assoc- 
lation?. a. Leased, The rights are ours. 

Q@. I see -- well, I say I see, but I am erred 
don't. Now going back to the contract, is this the rule 
regarding the Marketing contracts that you refer to -- Rule 
7 Of page 13: "Every existing member and each applicant 
May be required to execute an agroement with the association 
covering the gsalo of at hie fish, fish products, oysters, 
clams and other forms of shell fish through the association 
in accordance with the terms of such contract and shall be 
furnished free of charge upon hig Toqucst with a copy of 
Such contract." Ig that what you were looking for in thc 
rules? A. You were asking me about tho aLLOGEtLOn» == 

2. IL was asking if there was anything in the nature 
of a contract between the member and the association. A. I 
am not familiar with the office work but with. the practical 
Sad or it. I am 4 digger myself ana I don't Sign an agree- 
ment with the company, but it is e mutual ntereesratee 
I go on trucks and dig clams and the clams are trucked in 
and they are the Property of the cannery. We have no memb-— 


€rs who would do anything else than that. 


The Commission thereupon adjourned until Tuesday 


at 10 4a. m. 


cee ia Tuesday, 
January 16, 1945. 
The Commission resumed at 10 a. m. 
MR. PARKER: Mr, Chairman, when we adjourned yest- 
erday Mr. Locke had asked for the balence sheet for 1943 
a Mrs. Simpson undertook to get it. I understand she 
has located it, and perhaps Mr. Locke would like to finish 
with that witness. 
MR. FRANCIS: I would like to make a statement 
in this regard, We undertook yesterday to submit 2 copy 
of the 1944 financicl Statement as soon ag available and 
to try to locate in the city a copy of the 1943 Statement. 
We have just located the 19435 statement -- I have it here-- 
and we are prepared of course to file it. The Ohya pornet 
is that “r. Simpson is not the manoger and is therefore 
not acquainted with the bookkeeping, but we would be glad 
to file a statement ana Supply any additional information 
which the Commission might desire, by affidavit or other- 
wise, from the manager, who is acquainted with the financ- 
tel Operations. But I would suggest with great respect 
that Mrs. Simpson should hot be subjected to cross- 
examination on the financial Statement. 
THE CHAIRMAN: Will she come and declare that 
She is not familiar with it and cannot answer questions? 
In the meantime it might be submitted to the Commission 
accountant. Is this the 1943 strtement? 
MR. FRANCIS: Yes, Mir. ‘Chairman. 
MR. LOCKE: Do you know this, tego staneane 
THE CHATRMAN: Gall Mrs. Simpson. 
MRS. S. L. SIMPSON 
Vice-President, 
Massett Co- -operative Association, recalled: 
THE CHAIRMAN: Hand the statement to the witness, 
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(Balance Sheet for 1943, Massett Co- 
Operative uSSOCiation, filed anda marked 
@S EXHIBIT 2, 


BY MR. LOCKE: 
Qe You do not understand the details of the eece- 


Ounting? A. No. I am not the bookkeeper and am not 
familiar with the dealings of the company. That is 
entirely my husband's and the bookkeeper's duty. 

2. Do you know this document, now marked Exhibit 
ef LS thate a copy of the balance sheet which is filed 
with the Registrar of Companies in Victoria? Ae Yes... 

Q- It is the same thing? 4, Yes, exactly the 
Same, and as soon as the 1944 Statement arrives we will 
file it as well. 

THE CHAIRMAN: Does that dispose of the case? 

MR. LOCKE: Yes, subject to the undertakings that 
have been given, 


THE CHAIRMAN: What is the next case, Mr. Parker. 
MR. FR.:NCIS: ‘The next case is that of the Co- 
Operative Wholesale Society of British Columbia. I wish 
worcall hin. L. Ho. Cc. Phitlips. 
L. H. C. PHILLIPS, 
Manager, Co-operative Wholesale 
Society of British Columbia, 
having been duly sworn testified 
as follows: 
BY. MR. FR..NCIS: 
Q- You are the manager of the Cooperative 
Wholesale Society of British Columbia? A. Yes. 
-Q- Do you reside in Vancouver? A, Yes, sir. 
Q- The office of the Society is in Vancouver? 
Ae Yes. 


2+ Will you please read to the Members of the 


Commission the brief that has been prepared on behalf 
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of this Society? aA. Mr. Chairman and gentlemen of the 
Commission, this is a brief submitted by the Cooperative 


Nholesale Society of British Columbia. It reads as follows: 


1 Incorporation: 

The Co-operative Wholesale Society of British 
Columbia (hereinafter called 'the Society') was organized 
in 1939 as a result of a conference held in May of that 
year by twenty-one Co-Operative Organi wa pione ener es in 
this province. Incorporation under the Co-operative «ussoc- 
tations Act of the Province of British Columbia took Place 
on Uctober 11, 1939, and Charter No. 416 was issued to 
the Society at thot time. The Society did not commence 
transacting business, however, until September, 1940, wen 
its present Vancouver office was opened. 

Bae “biccts, 

The objects of the Society are chiefly to effect 
Savings for its Member-associations through financing, con- 
Solidation of purchases, pooling of orders’, maintaining of 
Necessary stocks; to render brokerage and salogs agency 
Service to those of its producer or marketing member- 
associations who may require such Service; to provide an 
efficient and economical centrilizead necounting and man- 
agement system for the use of those of its member-assoc- 
lations who eesire Ths. to represent its member-associations 
Severally or jointly in their contacts with Governmental 
and other agencies as required; in short, to assist its 
member-associations in any way possible by supplying ser- 
vices which May be difficult or impossible for them to 
Otherwise ere It is also the object. of the Society 
to assist in the development of the Co-operative Movement 


8enerally by Sponsoring and financing educational activities 
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along CO-Operative lines. 
ee Conttiod na Administration: 

The Society is controlled entirely by its mMember-~ 
associations. These number at the Present time twenty - 


Six. Membership in the Society ig limited to organi zations 


British Columbia: no individual person may be a momber. 
Membership control is exercised by duly-appointed delegates 
to the gener-] Meetings of the Society. An avernge of 
Over 53% of the member-associations has been represented 
at the snnual “eetings of the Society during the past three 
years. The arteirs of the Society are administered by a 
poard of Directors elected by the voting delegates et each 
annual Meeting of the Bociety., f Director of the Society 
Must be a member of a4 member-association. 
4. Financing: 

The Society is financed primarily by share Capital 
Subscribed by its member-associations, No interest is 
paid On Share capital. ADD surpluses on Operations -- 
apart from legally required reserveg -- 226 allocated 
yearly to the Participating member-associations by way 
of patronage dividends. Such patronage dividends may be 
applied to the mhember-associations Share Capital Account, 
or the member-associations may permit the Society to 
tetain such dividends after allocation in a Deferred Div~ 
idend account to increase its working capital. No interest 
is paid on deferred dividends. [t is intendea that 
eventual Payment of deferred dividends will be Made through 
What is known as a 'revolving door fund’ as and when the 
accumulated working capital of the Society shall be deemed 


by the member-associations to be sufficient. 


Ov. Mr. Phillips 


"lt will be cL ee Re bod by the Commission that the 
Society is a comparatively young organization, and that 
its growth has been considerably hampered on account of 
wartime restrictions ana regulations. The following figures 


May, hevertheless, be of interest to the Commission:- 


From dete -of incorporation up_ to December ol 1943 


Share Capital Subscribed ~ 4,850.00 
Sales 64,213.66 
Member-associations purchases subject to 

commission 682,240.06 
Commissions Received oy LO eel 
Net Surpluses U.S 98667 
Refund Allotment to Member-associations 5,950.94 
Legal Reserves 806081 


"5. Non-member Business: 

Except when acting as a sales agent for 2 member- 
association, the Society does not gell to non-members and 
therefore has no problem in regard to the treatment of sur- 
pluses arising from such business. 

"6. Affiliations: 

The Society is a member of Interprovincial Co- 
Operatives Limited which is a federation of provincial 
wholesale co-operative Societies and similar organizations 
throughout Canada, and also a member of the Britigh 
Columbia Co-operative Union. 

"7. General: 

The Society is a non-profit organization Supplying 
Services or commodities to its member-associations at 
cost. Apart from legal Teserves, the policy ana practice 
1S to allocate all surpluses to member-associations ona 


Patronage basis after each year's operation. The Society 
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has never been assessed under the Income War Zax Act, ag 
it comes within the eSeUpLLONS ‘set iforth an Clause 4 (p) 
of the Income Wor Pew ote 

"It may be contended that the growth and incrense 
of such non-profit organizations as the Society, Supplant- 
ing as they do PEivate profit-making enterprises whose 
profits are taxable, tend to cripple the State by destroy- 
ing its sources of fevenue. This is untrue: foOvvelL that 
really need occur in such circumstances is a change in the 
source of revenue. If wealth exists, few will doubt the 
ability of the modern State to obtain its required portion 
One way or another. 

aTbumay ibe contended that should the State have to 
seek its revenue elsewhere than from such organizations as 
the Society, the individual CO-operator is thereby escaping 
his just share of the general taxation. This contention 
Over-looks the fact that the State in the main naturally 
tends to tax its members in accordance with their ability 
Bo. pay. Vit a Co-operator's ability to pay is increased 
by the efficiency of his non-profit organtecnte any 
additional taxable income in hig hands will yield addit- 
ional revenue to bhe State. 

"The Society considers the principles upon which 
mis founded ag being democratic. It further considers 
Democrasy to be a Living thing capable of Zrowth and 
evolution like any other orgenism. It maintains that 
Democracy exists in a more advanced stage in non-profit 
CO-oOperative organizations than in profit-making enter- 
prises; and that if the nature of the cO-operative tech- 
nique chances to block certain channels of State revenue, 
the duty of the State is to accordingly change the incid- 


ence of taxation in the interests of Democracy. 
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All of which is respectfully submitted. 


Co-operative Wholesale Society 
of British Columbia. 


i. H. G. Phillips 
Manager" 


Documents filed with bricf: 
(2) Mimeographed copy of the Society's Memorandum 
of Association 
(b) Copy of the Society's Rules. 
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THE WITNESS: I would like to append the memorandum 
of agreement a copy of which each member of the Association 
Signs with the Association at the time of taking out member- 
ship. This was omitted from the brief. I have ten copies. 

THE CHATRMAN: They should be annexed to the brief 
rather than filed as exhibits. Are there any questions, 

Mr. Francis? . 

MR. FRANCIS: I have no questions to ask. 

BY MR. PARKER: 

Q- How long heve you been associated with the so- 
called cooperative movement, Mr. Phillips? A, Since 1930. 

Q- In what capacity did you first serve in the 
movement? A. I was in the first fishermen's Cooperative 
Association started in 1929. I was on the Boara of Directors 
of the organization. 

Q@- Since that time your entire activities have 
been connected one way or another with cooperative assoc- 
dations? A. For 4 briet period of two Veal sey Vasoeco 
1935, I was not directly connected with the cooperative 
Movement. Since then TI have been connected with it 


continuously. 
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2 frior to 1929 what was your business? What 
were you trained in?A, In 1929 I was fishing. I haa been 
fishing from 1928 to 1929, 

Q- That is, fishing individually as a real fish- 
erman? A. A commerejal fisherman, 

2. Not a dedler in fish but one who caught fish? 
me That te right, a producer. 

Q. This Society which you represent this morning 
is incorporated under the British Columbia Act? Pe a 

Oe And 2 copy of the memorandum is attached? 

Os Are the rules governing this organization 
Statutory rules or have there been any changes from the 
Statutory rules? 4He We hnve the privilege of changing 
penodule B of the sat to meet our needs ana We didethat) in 
this case. we dia not take the schedule aS it is in the 
200, but they are Very similar, | 

Q- In what respects do Woy ditiere fous eanncs 
recall the exact differences at the present time, 

Q- Speaking generally, however, what differences 
are there? In whet part of the rules is there a difference? 
ae I really cannot Say without comparing them. 

24° Did the difference have to clout mies instance, 
with the distribution of wf Surpluses? A. No. 

Q- What was the difference then? A. I ean think 
Of one Change. In Schedule B it provides for payment 
of interest on Shares. We left that out in our case. 

Q- Apart from that, you do not recall any other 
at the moment? A, Not any major changes, no. 

Q- In paragraph 2 of your brief you state the 


Objects of the society are chiefly to effect Savings for 
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member associations. What do you mean by savings? A. I 
mean being able to obtain goods for them chiefly at less 
cost than they are individually able to obtain then for 
themselves. 

Q. Does not an ordinary joint stock company pur- 
chase goods cheaper than individuals can? A. Possibly. 

THE CHAIRMAN: A wholesale company you mean, Mr. 
Parker. 

MR. PARKER: Wholesale, yos. 

BY MR. PARKER: 

Qe A wholesale company of the ordinary type can 
do exactly the same business as this society is doing? 
Ae Os, it does. 

Q- And if it saved, as you say, it could buy 
cheaper and there would be what you call a Surplus? 
A. Are you speaking of a private company? 

9. The same as yours; they are both the same. 
They would have a surplus. A. They could possibly. 

%- And in one case the ordinary company distrib- 
utes that surplus to the shareholders. ‘That ig the ordinary 
DESCtICO. A. “Yos, 

% Whereas in your case, instead of distributing 


to shareholders you distribute to members? A. That is 


De Lm your judgment, does it make any difference 
to the nature of the thing distributed according to the 
bersons to whom it is distributed? A. Yes, it does, 
distinctly. 

Qe Explain how that can Change the nature of 
the thing distributed. 4, Well, in the case~of the 


private company surpluses are made from other sections 
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of the community. They are not made in behalf of the 
people purchasing. In the case of the cooperative soc- 
iety, the cooperatives definitely purchase. It is the 
same aS if one individual purchased a case of milk from 
Oné store for five dollars and then found that he could 
purchese it for $4.80 from enother store. He has not 
made a profit if he goes to the second store. In this 
case it is very similar. 

Q- In your judgement does it make any difference 
to the nature of this thing we call surplus from the 
Standpoint of why it was accumulated? In other words, 
does the motive for acquiring the surplus have anything 
to do with the nature of the thing Sc quirsde= Ae7eT 
think go. 

Q- Tell us how you arrive at that conclusion? 
4, Jt have explained it; it is because it is a saving 
ano, LOL 2 Dror it. 

Q. You say that the same argument or explanation 
you gave as to why the person who received it makes any 
difference as to why it was accumulated? aA. I don't 
get that. 

Q- You have told me that it makes all the 
difference in the world, as to who gets the surplus, 
e700 tie nature of it? A. Yes. 

Q» The nature of it is governed according to 
those who receive it. Do you agree with that? A. Yes. 

Q- And is the nature of the thing distributed 
also governed by the considerations which prompt its 
acquisition. Do you understand that? A. Yes. 

Q. You think it changes the nature of the thing 


acquired according to the reasons for which it was acquired? 
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%- Why? I cannot poldow youe A. Simply be- 
cause in a cooperative association we are using the 
funds of members themselves to buy certain products vas 
those members. We Puerentee or should guarantee the 
return of surpluses made on this transaction to members. 
If we could know beforehand exactly what the commodities 
would cost presumably, in theory at least, we could take 
only that amount from members to make purchases with. 
Usually, however, that is impossible to ascertain before- 
hand and so in effect we get more from the members than 
we require for purchasing their goods, and when we ascer- 
tain the cost in a given period we return the surplus. 
That is a Saving and not a PLSrt, 

THE CHAIRMAN: Your idea is that iF you could 
ascertain the ideal price you would get that from your 
members and there could De No prorite 

THE WITNESS: Exactly. 

THE CHAIRMAN: It is because of the Cli Gicu lay 
of ascertaining the exact price that you ask a little 
more and then return the difference as a dividend. 

THE WITNESS: That is correct. 

BY MR. PARKER: 

Q- The act under which you are incorporated 
gives you authority, and your rules give you directions 
as to what to do with the profits of your company, Isn't 
moat so? A. tt does. 

Q- Do I understand you to interpret the word 
"profits" as used in the act and in your rules as meaning 
what you now rerer to as Surpluses? A, ExactIy. We 


have never felt happy under the wording of the act. 
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We have made Many attempts to have the act changed. The 
Cooperative Wholesale Society, in the first conference 
I refer to in the first paragraph of my brief, and at many 
other meetings Since, have appealed to the Attorney General 
to have the act revised and that is one of the revisions 
which we would have in mind. 

THE CHAIRMAN: would you substitute the word sur- 
plus for the word profit in the act? 

THE WITNESS: Yes, 

THE CHAIRMAN: Would that satisty you? 

THE WITNESS: Yes, 

THE CHAIRMAN: po you regard the terms ag 
synonymous. 

THE WITNESS: we do not feel that they are profits. 

BY MR. PARKER: 

Q- It would be helpful if you would tell us what 
you understand profits to mean. What are profits? 
A. Profits are Surpluses on an Operation which are re- 
tained by an outside party to the Operation, shall we Say. 
Profits are Sums, ina transaction, over and above the 
cost of that transaction and which are retained Dy an 
organization or person who has taken the Sums in the 
first instance from others and keeps them without any 
idea of Ownership other than of the organization or persons 
themselves. I am not very explicit because I have not 
thought out the definition of profits. 

THE CHAIRMAN: It is a word which apparently 
is very difficult to define. 

BY MR. PARKER: 
Q- I do not think you need feel the Slightest 


embarrassment a. you. stdnd yourself under the necessity 
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of struggling with the term. 

THE CHATRMAN: You are in good company. The 
House of Lords hag not found it easy. 

THE WITNESS: It must be a compliment to me 
that Mr. Parker should ask me to define the word. 

BY MR. PARKER: 

Q- You have taken the responsibility upon your- 
self of drawing the distinction between profits and sur- 
pluses and therefore I assumed that, having taken that 
responsibility, you would know the difference between the 
two, A. All I Would be able to do is to define "savings", 
and anything that is not savings may be considered as 
profits. 

ar Will you tel. us, then, what savings are? 

A. Savings are funds returned on a transection to 
people who supply money. Savings are monies Over and 
above the cost of a transaction. 

| Q- At the risk of consuming a minute or two of 
the time of this Commission, let me put this illustration 
to you. I want a new suit of clothes, we will say, and 
fT am able to buy a suit for $40.00 or one for $50.00 or 
one for 375.00. I go to a haberdashery and I gay, "I 
think that suit for $40.00 will Serve my purposes and 
will satisfy My respectability end keep me warm, and go 
on." Instead of spending $75.00 I Spend only $40.00, 
Have I saved $35.00? A. + would say that, yes. 

Q. Have I made $35.00 profit? A. No. 

2- Then there is a considerable difference be- 
tween savings and profits. A. Definitely. 

Q. Have I made a Surplus? A. You have not made 


& Surplus. But suppose you asked me to buy that suit and 
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gave me 975.00 with the option of buying whet I thought 
best for you and I bought a suit for ~40.00, I woulda 
have a surplus in my hand which I would return to you, 
unless I was a profit-making organization. 

Q- Would that be a saving for you or for me? 


4e A Saving for you. 


THE CHAIRMAN; If you did not return the differ- 


‘ence you would appear in another Court. 


THE WITNESS: Exactly. 
BY MR. PARKER: 

Q- I realize, Mr. Phillips, that you do not hold 
WoOurseli oubvas an economist; you are a practical co- 
Operative man? A. Yes. 

Q- But have you done any particular amount of 
reading on the subject? Have you read what the experts 
have said upon it, dealing with profits and similar 
questions? Have you done any such reading? A. No, ex- 
cept in a desultory manner. 

Q- You have not read, I suppose the book written 
by Sydney and Beatrice Webb on the cooperative movement 
in Great Britain? A. J remember the book and as a 
matter of fact I have looked into it, but that was many 
years ago. 

Q. Have you read any of the legal decisions 
of the courts on the question of what constitutes profits? 
Ae No. 


Q- Or what the law lords have said about ibe 


Q- You have not delved into that? A. No. 
THE CHAIRMAN: I advise you not to do so. 


MR. PARKER: I hope you are not implying, Mr. 


Key, Tot we 
: a oa : : 
euloase fm avea 


=n 


B-101 


-101- Mr P hiding 


Chairman, that you have yourself become confused after 
Such reading? 

THE CHAIRMAN: No. We have to read these things, 
but I do not think that Mr. Phillips is under that nec. 
essity. 

BY MR. PARKER: 

Q- Do I understand that this particular society 
does not do business except on behalf of its members? 
oe Due> 1s right, 

Q- But you do in fact go out into the market 
and buy large quantities of supplies? A, | Yes: 

2» Your socicty buys them? Ais “Les 
Q- iand with whose money do you buy them? A. With 
that of the member associations. 

Q- How do you get it? A. Buy share capital, 
by retained dividends end ait necessary, by loans from 
them, 

Q- Stop there a minute. You buy goods; that 
Much is clear. <A. Yes. 

Q. I mean, your SOCletyiln A. Yoor 

Q- You have to have money and you get the money 
in three ways. First you sell shares in your association? 
ii. Les, 

2 #£nd get cash for them? A. Yes, 

Q Is not that cash the cash of your association 
rather than of the. members? dis) OnLy temporarily ana 
in a manner q trust, though probably not in the legal 
sense of the word trust. But we regard it as such. 

Y I had this same difficulty yesterday. -I find 
it difficult to reconcile a transaction that can be at 


the same time a purchase and sale and also a brUust. «You 
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either sell these Shares, and when you get the money it 
iS yours, or else you do some thing else. Just what do 
you do? ... May I use your own Lilustrabion? 

Q- 1 would rather you answered the question? 
ae I will answer it with an LILUstrations 

Q- «answer it and then explain? 2. Do you want 
Qn answer yes or no? 

Q df the question is Capable of such an answer? 
me VWell,) el Go not think it can te answered in that way. 
I will illustrate. If you were in the country and asked 
me to buy a suit of clothes, or perhaps let me say that 
if a number of people like you ana your friends asked me 
to do the seme thing, and if the most efficient way of 
doing it were to send the money to me, without legal red 
tape -- if you Said, “This: te not 4 gift or a loan or 
something in trust or Something of that kind, but we are 
sending the money to lr, Phillips and we will let him use 
his judgment.” -- ang if bought the required commodities 
nor you, temporarily that money would appear to be mine. 
Perhaps legally it would be and you would have qa Jo0 Go 
prove that it was taken in trusts “bus actually it would 
Pe in trust. and only to that extent does the association 
use its share capital. 

Q. When an ordinary company places its shares 
for sale it sells them and the buyer pays his money and 
thet money gocs into the company treasury. You know 
enough about tho Set-up of companies to know that. A.Yes, 

QQ» When your association was incorporated you 
Sold your shares and got money and put it into your 
Po Pehy’s treasury. A. Yes. 


Q. What is the difference between those two 
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transactions? A. If you are asking me to give my 
Opinion as to whether a cooperative association is a 
legal entity Say 
Q- I am not asking that. a. If that is inv- 
Olved in the question I admit it immediately, but in the 
nature of the cooperative technique it is different from 
a private company because the shares are subscribed for 
the purpose of servicing the member associations who put 
it up. The object is not to earn money for shareholders 
on the amount of Shares they put in. 2s that alniente 
Peel is ali right with me if “1G Ssewism vous 
You are the man who is making the explanation, not Il. 
Is that all you want to say about it? A. I think so. 
Q That is one source from which your company 
gets money. Then they get it Secondly by holding back 
the amount which would otherwise be distributed. A. Yes. 
2. Whose money is that? A. That belongs to 
the individual member and is so allocated in our books. 
Q. Then you spoke about loans. Does the money 
become transformed into a loan later? A. It may be re- 
garded as a temporary loan if you like, but we call it 
a deferred dividend. If we did not have enough working 
capital in the organization, and if there were an opp- 
ortunity to purchase some commodity to the benefit of the 
members, we might appeal to them individually or as a 
group to supply direct loans just as if we had gone to 
the bank, 
Q@- Or you might borrow from the bank? A. Yes. 
Q. You do as a matter of fact borrow from the 
Dank? A. We have not so far, but we could. 7 


Q- You have been able to get sufficient from the 
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members to finance? Ay ‘TRet Vs Pishe. 

THE CHAIRMAN: But you regard the amount derived 
from deferred dividends as essential to your operations? 

THE WITNESS: Oh, yes. 

BY MR. ARNASON: 

Bes Referring back to the use of share Capital, 
would you consider the funds in the hands of the association 
there for the Purpose of what might be termed the delegat- 
ion of buying power on behalf of the members? A. I would. 

BY MR. PARKER: 

Q- In paragraph 5 of your submission, Mr.fhillips, 
you. say that except when acting as sales agent for a mem- 
ber association, the Society does not sell to non-members, 
What do you mean Syevhate fh tA Our organization we have 
both consumer and marketing organizations, or producers, 

We have fishermen's organizations in our Group. We service 
different concerns on the same basis, but they occasionally 
have products they require to Sell on the Open market and 
Le: ig convenient for them to Nave us act as their agents, 
and under those conditions we gell to the general Ppubiic, 
but only the produce of our members. 

2+ The produce of your members you sell to’ the 
general public, and does your association get remuneration 
for that service? A, What we estimate to be our cost. 

We estimate it on a percentage basis, Something of the 

Same kind as the average broker's Percentage, whatever 

2 Might be. tT am not prepared to Say how it is worked 
Out, So far possibly we have been doing it under cost 

because it is a Services. 

Q- AS a service is it any different from what any 
Other broker does in Carrying on business on a commission 


basis? Ay No different at Bais 
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Q. Jf a broker does service on a commission 
dDasis and makes a dollar, that would be a Proviue -A.ves, 

2. And why is not yours? A. Because we re- 
turn it to the members. A profit is not a profit unless 
Po -AS hele. 

Q- t make a dollar or two practicing law and 
if I pay it away I cannot at the end of the year get 
the Income Tax Department to Say that I have not made a 
profit. lt makes no difference what I do with the prof- 
its once I make them. aA, If you over charge your client 
and repay him, if you give him a refund -- of course, I 
am not suggesting that that is possible. 

Q- iI realize that it is an utter impossibility 
that such a thing would be done. A. in the cooperative 
movement that is done continually. We do overcharge 
members for service given them, and when we ascertain 
the overcharge we return it and therefore we have not a 
ProOL iG, 


e 


Q- That enables you to compete strongly against 
ordinary companies in the same line of business? A, We 
think so. 

2+ Would you go further and Say that it would 
be desirable that these organizations should go on ana 
drive the ordinary companies out of business and you 
Occupy the whole field? a. That is a matter of high 
policy on which I am not prepared to offer any comment. 

MR. FRANCIS: I submit, Mr. Chairman, that this 
is a fact finding Commission and that question should be 
withdrawn, 


THE CHAIRMAN: Is not that One of the answers 


that this Commission has to give. 
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. MR. PARKER: Perhaps it is. I thought it might 
be useful. 

THE CHAIRMAN: I did not think that Mr .Phillips 
would answer it. 

MR. PARKER: Does he object to answering it? 

THE CHAIRMAN: He says he is not capable of ans- 
werine it. 

BY MR. PARKER: 

Q- I suppose the facts and figures set forth in 
your brief are known to you. You are now under oath, as 
you realize no doubt. Are you ina position to swear to 
the truth of all the facts alleged in your statement? 
Are they within your own personal knowledge? A, Are 
you speaking of financial figures? 

Q. The facts are not given at second hand are 
they? They are not what somebody else told you; they aie 
within your pergonal knowledge? A. Yes. 

Q- There is no fee to become a Inember except 
the buying of a certain number of shares. A. That is 
Cp Woda ae 

Q- And you are a member of the British Columbia 
Cooperative Union? A. Yes, the Society is. 

Q- What advantage is it to your company to be a 
member of the British Columbia Cooperative Union? A. We 
are able through the medium of the Union to support the 
efforts of cooperative education in the way of protective 
legislation and other things that the Cooperative Union 
may be able to do for cooperatives generally. 

Q- You make a suggestion in the latter part of 
your brief, as an alternative to imposing a tax on these 


Surpluses in the hands of the cooperative, on surplus 
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finding its way back to individual members and thereby 
increasing their income they should pay accordingly. 
That is the substance of your suggestion? A. Yes, 

)- With reference to the paragraph at the bott- 
om of page 3 where you Speak of non-profit organizations 
supplanting private profit making enterprises, you agree 
that they do supplant pityate profit making enterprises? 
4. In instances. 

Qe “cheat is the tendency. You say it tends to 
cripple the state by destroying the sources of revenue, 

In a word, you intend that to be Sulimary of the charge 
that is made against your cooperatives by the non- 
cooperatives? A. Yes, 

Q- Assuming that is SO, you Say that the remedy 
is simply a change in the source of revenue. What change 
Pave you.in mind? A. A Change in the incidence of taxation. 

Q- But what is the incidence that you suggest? 

A, I am not on the tax commission. I do not have to suge- 
est the change, but my contention is this, that changes 
have to be made continually by the state in the sources of 
Tevenue and if this is a necessary change the state will 
make it. I have no doubt in my mind that the state will 

do that. 

Q- They have to have revenue from some source? 

a. Yes. The Charge has been made that the cooperative 
Movement at the present time, in its non-taxed Status, 
is robbing the state. We claim that it does not. The 
State may Change the incidence of taxation. 

Q- Do you contend that your Society and similar 
Societies are non-taxable by reason of Section 4(p), that 


they are nhon-taxable beoause in the very nature of the 
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business that is carried on they do not and cannot make a 
profit? A. By reason of their technique. 

Q- That is, mart altogether from the statute? 

A. Yes. | 

Q- In other words, you Say that if Section 4(p) 
were not in the Income Tax Act, by reason of the very 
nature of the business you carry on you would not be sub- 
ject to taxation? a. In theory at least, that would be 
SO. 

a Theory is not good enough. You suggest that in 
fact you do not make a profit and therefore have no tax 
to pay. Is thet your position? A. That is Tignt. 

2- You make another statement on page 4 of your 
Prien. Tou say it may be contended that, should the 
State have to seek its revenue elsewhere than from such 
Organizations as the Society, the individual cooperatives 
thereby escape their just share of taxation. You say that 
this contention overlooks the fact that the Stave, in the 
main, naturally tends to tax its members in accordance 
with their ability to pay. Why do you make that statement. 
Is that a statement of fact Or is ite en argument? A. dL 
make that statement because it seems to escape those who 
contend that the cooperative movement robs the State. [I 
take as self-evident what is there stated; or it should 
be self-evident. 

Q Assuming for the moment that there is a proper 
basis of taxation, namely, according to the ADLL Vey TOL. biG 
individual to Pay, would not the application of that 
Proposition render your society taxable? A. It would 
if the state were not a democratic state as well. 


Q- I do not think we will go into that? 
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BY MR. ELLIOTT: 

2-- On that same point. As you understand the 
phrase “ability to pay", that would include charging 
the individuals who were in precisely the same circum- 
stances precisely the same amount, taking into consid- 
eration all the circumstances? Ae That should be so. 

Qe Now if there were two individuals, one of 
whom was a member of a cooperative association and the 
other was not, and they were the same in all respects 
and received the same individual income, then they 
Ought to be treated alike by the taxation authorities? 
me, “ed, 

Q- tr one of those individuals put aside or 
paid over or transferred to someone else a gum of money 
and received a benefit because he did that, while another 
individual put aside a Sum of money in a different way 
and received a like benefit, then presumably those resp- 
ective benefits would enhance their ability to pay. 
Perhaps that is too general a question. Would you like 
vo be more specific? A. IL think the question can be 
answered in this way. The State, as I have said, tends 
to tax people according to their ability to pay wrapd wae 

@- That is one of the reasons? 4. The state 
being composed of human elements naturally makes human 
Mistakes. The state does not have at any time its 
incidence of taxation quite evenly distributed. That 
is understandable. The ideal would be to have every 
one pay. One factor in a person's ability to pay which 
the state will never be able to ascertain is the expense 
to which that person is an efficient operator and the 
State can only judge’. as far as equal incomes are 


concerned. But if you and I have equal incomes and I 
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choose to buy my clothing and other necessities at a 
place where charges are higher than they are at the 
Place where you buy yours, my ability to pay is de- 
creased. But the state will never Know that. 

Q. My point is Slightly different, and it is an 
important one I think. Your members allow certain of 
their payments to you to remain in your hands for their 
benefit. The reserves that you speak about do in fact 
Denefit your members. aA. Yes, 

Q» They are necessary to carry on business? 

The surplus, then, is in part a result of the existence 
of these reserves. Without them you could not very well 
Carry on business? A. That is right. 

Q. These reserves, set aside in @ particular 
year, which result in part from the proceeds of former 
business and in part from the fact that the members have 
left something with you, are taken in the next year and 
a part of them is again set aSide as reserves. In an 
ordinary one-man business all the benefits of such re- 
serves would accrue to the one man in one year. That 
1s so? A. Yes, 

Q. He would be taxed on that income. Would 
you mind saying yes if you agree? A. Yes, except that 
I was not quite clear on that. Speaking of a one-man 
business in the terms of cooperation, it would mean 
one man buying from one store or another as he chose. 
But in the case of an association, the purchasing is done 
for a group of people. 

Q. if he were buying seed grain and he bought 
it for a smaller amount, that would mean that his expenses 


for that year would be smaller, and therefore his net 
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income would be larger and he would be taxable that 
year. A. Speaking of private business. 

Qs; One man. A. Yes. 

Q. On the other hand, if the one man or if the 
member leaves a part of the reserves in your hands that 
will result in a benefit to you and him in the next year. 
These reserves are necessary for you to carry on your 
business. A. Not to him. It is only to me that the 
benefits would accrue -- that is, speaking of me as the 
society. 

Q. Supposing you are his agent. They will come 
to you first, these benefits, and you will hold them or 
a part of them for him, and that goes on. He does not 
then in each year get precisely the benefit which in a 
one-man business would accrue to him from the use of 
those funds ina particular year. Something is held 
over. Ae Possibly, yes. 

Q. if that something that is held over had come 
into the hands of one individual in a particular year 
it would have been taxable? A. Yes, 

Q% So that in fact your member, as compared 
with the individual who buys privately, has a slight 
advantage to the extent that he is allowed to have that 
benefit stand to his account without paying taxes on 
it in the particular year. He would pay taxes on it 
Bever. A. Yes. 

Beppe ab. is sofs Aw That.is true. 

BY MR. VAUGHAN; 

@» First of all, Mr. Phillips, will you give some 

more information about the revolving fund? Can you tell 


us how it works and what it is? a. It is an account 
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into which we put all the declared dividends that have 

been allocated to the members. It is left in there at 

the diseretion of the members themselves, as I have 

Stated in the brief, until they decide that their society 
has enough working @apiteal.. It is fairly elastie. “But 

in the contract which the association signs, one of the 
things which the Wholesale Society agrees to do is (a) to 
open and operate a buying department, (b) to charge against 
the department only proper expenses of its Operations, 

(c) to use every effort to supply to members in a satis- 
factory manner suitable foods and merchandise at competitive 
prices, and (d) -- I believe this is what you have in 

mind, Mr. Commissioner -- to Gistribute on a patronage 
basis, subject to the rules of the society, surplus 
earnings arising from the operations of the Wholesale Society 
and to pay to members the patronage dividends to which 

they are entitled, provided that with the approval of 

the majority of members Signing this or a similar agree-~ 
ment, the Wholesale Society may retain such dividends as 
working capital. The revolving door principle operates 

in this way. When the members decide that they have enough 
working capital in their organization these overcharges 

are met in the following year just as they have been in 

the past. 

2% <I would refer you to the last paragraph, the 
very last part of it where you refer to the duty of the 
State to change the incidence of taxation in the interest 
of democracy.- .A. In other words, we charge the going 
Price and any dividends allocated that year, instead of 
being kept in the Association's working Capital, would 


be used to repay the first of the retained dividends. 
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4+ In changing the method of taxation, do you 
mean that the cooperatives should be taxed the same as 
other people if there is not enough revenue otherwise 
answered? A. No. I mean that where cooperatives are 
now taxed they should not be taxed because thet is° not 
in the interests of democracy. | 

Q- That is a pretty big question. Do you not 
think that many other things are in the interest of 
democracy? A. Our contention is that there is a great- 
er measure of democracy in a cooperative organization, 
and if by taxing it you cripple it or stifle wt, wior with- 
hold encouragement from it, that is not in the interests 
of democracy. 

Q. Suppose all private business were converted 
into cooperative concerns; how would the incidence of 
taxation apply there? A. The state would naturally in- 
crease the excise, customs, and income taxes or pass 
Some other necessary measure... If all of us were co- 
Operators it would not matter if we took the tax out of 
this pocket or out of that. 

2- Suppose the state could not get taxation 
in the way you suggest, then what would you propose? 

A. I cannot conceive of its not being able to obtain 
taxes provided the wealth exists. 

Q- But you cannot tax people 110 per cent on 
what they receive? <A. No. 

Q- Where would the government raise the taxation 
if we all went cooperative and if the cooperatives were 
exempt? 

THE CHAIRMAN: The present income tax would 


cover it. 
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THE WITNESS: Possibly it woulda. 

THE CHAIRMAN: Businesses as such would not be 
taxed; it would be passed on to the individual. 

THE WITNESS; Yes, 

BY MR. VAUGHAN: 

Q- And if it cannot be collected that way, 
what happens? A. [I Cannot conceive why it could not 
be collected that way. If it exists the. state can get 
are 

Q- They do not get it all from income tax. 

A. It gets a certain proportion now from taxation OF 
business profits ana you suggest that if these businesses 
ceased to exist as now constituted, the money would cease 
to exist. But it would be there and the government could 
Pescn it. 

Q- Your suggestion would be to increase the in- 
dividual income tax in the low categories as well as the 
nish? . A, Possibiy: but I am not Suggesting that that ig 
what should be done, Iam. not.s, tac expert, and there 
may be other ways in which the government could get taxes. 
May I give an illustration? I come from a colony in 
which there were Slaves about a hundred years ago. There 
was a head tax on slaves and it yielded the government 
&@ ereat deal of revenue. In due course Slavery wag 
abolished, and rightly so, and with the abolition of 
Slavery that source of government revenue disappeared, 
But the government got its revenue by Changing the in- 
Cidence of taxation. It increaged customs and excise and 
Probably income tax. The fact is that the government 
got its revenue, notwithstanding that the former system 
Was done away with, as it rightly should have been in 


the interests of democracy. 
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Q- You would suggest that duties should be in- 
ereased to cover Ae deficit that might arise? A. If 
necessary. 

THE CHAIRMAN: That is, the burden would rest on 
the individual rather than on the organization? 

THE WITNESS: Yes. My oontention is that the 
burden of taxation rests ultimately on the individual 
anyway. The consumer has to pay the taxes no matter 
how they are collected by the government. 

BY MR. VAUGHAN: 

Q- You are speaking of consumer cooperatives? 
You cannot speak on behalf of the producer cooperatives? 
A. I am speaking in the larger sense, because the prod- 
ucer is himself a consumer of goods, and if his goods 
are taxed he passes it on to the ultimate consumer, who 
ultimately pays for everything. 

BY MR. NADEAU: 

Baer Ou Said that your society did not make a 
Prorit? A. That is correct. 

Q- Then what do you mean by this statement, 
which appears in paragraph 55 of your Rules and Regulations, 
where you say: "The directors Shall, before recommending 
any patronage dividend, set aside out of the prorite. ofr 
whe society", andiso forth? A. TI am glad you have ask- 
ed that question, Mr. Commissioner. That was put in 
because the Registrar forced us to DUC Gta. 

THE CHAIRMAN: That is the standard by-law? 

THE WITNESS: Yes. That is the term used in 
the Act and the Registrar of Companies said we would have 
to use it. We did not want to use it but he said we would 


= 


have to. 
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BY MR. FRANCIS: 

Q. Mr. Parker asked you to indinate the difr- 
erence between the standard by-laws and the by-laws of 
your society and you mentioned one or two points. There 
is another one to which I would call the attention of 
the Commission. I would refer you to section 25, page 
3, of the Rules, wherein it is set out that the member 
having fifty or less individual members shall have one 
duly elected or appointed delegate to the general meet- 
ing, and the member having more such members shall have 
an additional delegate for each additional fifty, and 
so on. I understand that your Member associations are 
Scattered throughout British Columbia? A. Yes. 

Q- And you have had to revise the usual method 
of control by the delegate system? A. Yes. 

Q- I understand that in Q@ cooperative that 
serves a local community the individual members gather 
at the meeting and conduct the business. Is that correct? 
ere YOS x 

Q- That is impossible in the case of your society 
because your member associations are scattered through- 
out the province? A. Yes, 

Q. Therefore you have to devise a new method 
by which the members Can control your society? A. That 
is correct, 

Q- And that is, you will admit, an important 
variation from the Standard by-laws? A. Quite so, 

BY MR. VAUGHAN: 

Q- I notice there is no balance sheet with 

this brief. Have you a balance Sheet? A. I can 


supply the Commission with copies of the 1943 balance 


a 


oi kee | eit 
squid eyidetcgene ao Sh Sone bas dere bew tT «f 
witee Bractedy - ‘bad me 3 Zaxreanols inodt'® soviet 
ee ne ms nnantesd’ Sia ‘geenaos bus datos ae ys 
. . ‘ey = 
“ne goe. TUG atid 2b ohae reams ane fade iG, H 


awe oa he ia 
itt 0 as Gign) bat oF BOM: 


ss sf Boia 7 ae <2 ies gh ’ ; 
7 7 ‘ : a vine eo . x : ae * , 
ne eeshe ve vo nails eg, ee ge 
ae, 


Coste on he, Maatee ES 
4. tpisotlasise add ‘treo petiow s dona ) tedious & 
Peaks oe notraey, ae to’, wwe Loew. .7 ‘oto : q 
Coders wit tad) suo 36 Ee 8 Wi sonal (yea tet ed? 20 a9 
dna. eiad fiete exodoum Laut rv ceet i yay sibel 
od udwasted petakoase “a8 pedoote hh 
age 1 Satts eqedper cove wEow ns twa veditont ais, be cal a 4 


EBAe onl TecOtssubs ipa red odaguted Toad. bbe 8 


eden LBuscey BOY 


FHOF red iawdstebtll ZT | «8, iy 


ba TONG 


ataeunbed “aig bee sueiquenld be 593805, 


ay core 


ait uatyanp ed 088 ‘quod ew baA D 
canteve adepoketr sad ya feRIaee 6 


wip enol ves ues: 


an) : 
cea Wh 
ce 
Yt 


~ .en eaotenisoems seca TOY saiieond, 


oh Senulyord ol? $i 


., 
MGareawer & n hea od otes VOY iacleredt f — 
fond jah TYE don mule toxsnes ano pteduen 9f9 ‘dora “ 
|  Heuers9s af 
Yecaul se «Tih : Lilvw 0% pe sand fk 38 =; 
“aA ode, A Tewet=y¥s n¢pbn ade 6nd nore f aoteataey 
nant al an 
ine pee hoa atad On at meee wo tron r Re 
v1 “Joie ennofnd b DY ovat Aste wise 
‘gheiud Goel ad¢ to Bekqes (fiw solaehancd ‘was viaqial 


j 
| ‘ b 


B-117 


= Mr. Phillips 


Sheet. We have not the 1944 yet. 
Q- Have you one there, the 1943? A. I have 
one. I can let you have other copies if you wish. 


2- I think we Should have One: ON fi) Lee 


v 


THE CHAIRMAN: Will you furnish the Registrar with 


some other copies? 
THE WITNESS: f[ Will, ‘sir. 
(Balance Sheet for 1943, Co-operative Wholesale 


Society of British Columbia, filed and marked 
EXHIBIT 3.) 


THE CHAIRMAN: What is that filed as? 
THE REGISTRAR: Thiseis Exhibit ase 
BY MR. ARNASON; 


2- On page 5, section 6, you refer to affiliat- 
fons. Vou Say that the Society is a member of Inter- 
provincial Cooperatives Limited, which is a federation 
of provincial wholesale cooperative societies and Similar 
organizations throughout Canada. I wonder, Mr. Phillips. 
whether you could give the Commission a little information 
as to why your society affiliated with interprovincial org- 
anizations such as Interprovincial Cooperatives Limited, 
and what benefits your organization derives from such aff- 
iliations? I ask just for our information, WA.) Ee is just 
Carrying out the basic idea of cooperation generally, Mr. 
Commissioner. In the individual Society the individuals get 
together in order to pool purchasing power and other assets 
with a view to obtaining Savings or benefits. They get to- 
Sether in order to Carry the principle further, to 
effect more Savings which eventually come back to the 
individual Member. In the case of Interprovincial they 
eo 4b on a national scale. Provincial organizations 
80t together on the same basis as societies have done 


individually in the provinces themselves, 
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THE CHAIRMAN: Are you a member of the Co- 
operative Union of Canada, of which Mr. Good is president? 

THE WITNESS: Yes. The society was a member of 
that. But, as Mr. Clarke told the Commission yesterday, 
we have established the British Columbia Cooperative 
Union, which is a member of the Cooperative Union of 
Canada, 

THE CHAIRMAN: I assume that any facts or 
arguments put forward by Mr. Good, who will present a 
brief on behalf of that Union, will be adopted by you? 

THE WITNESS: You can fairly assume that, sir, 
We have tried to get away from ideological arguments, 
because they can be presented to better effect, with more 
time for thinking them Out, by the central organization. 

THE CHAIRMAN: I believe Mr. Good is president 
of the Cooperative Union of Canada? 

THE WITNESS: Yes, 

BY MR. VAUGHAN: 

Q. I notice there is a credit to the revolving 
account, that is a credit to the members. On the other 
hand, you have loans to some cooperatives. Does that 
mean that the money is loaned out to other cooperatives? 
A. Yes. What happened was this. In One case we were 
able to obtain supplies for our members by pre-paying 
some accounts. That is the nature of the account. They 
were loans without interest, 

Q- What length of time do they run? A. Within 
Six months. We actually got goods back from the pur- 
chasing organization to pay off the loan. 

Q- They were temporary loans? A, ae 


temporary. 
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Q- There is an amount here of $4,850. What is 
that? A. That igs Subseribed share Capital. 

Q- How do you compensate the Shareholders on 
oney invested in that Way? )7UAS Only by services, 

There is no interest on Shares, 

Q- No payment whatever? A. No. 

Q These Shareholders are members too, are 
they? A, Oh, yes. 

BY MR. LOCKE: 

Q- I would like to ask you one or two questions. 
Is the Prince Rupert Fishermen's Cooperative Association 
a member of your Oreanizavion? A. It teu 

2. They operate two Stores, one at Prince Rupert 
and one elsewhere? 4. They operate a series of Stores, 

% Does your organization purchase merchand- 
ise for them? A. Yes. 

Q- On what basis? On a commission basis, or do 
they buy from yout 0A.” On’ the Tegular cooperative princ- 
iple of patronage dividends. 

2+ How do they buy the goods -- from you? *Do 
you sell the Merchandise? 4A, We invoice it at the 
regular price or at a range price, 

Q- You sell them the goods; you are not their 
purchasing agents? 4. We are agents in exactly the 
Same sense as we are for our other members. 

Q I am trying to find out how it works, They 
want merchandise for their stores in Prince Rupert and 
you supply it to them at a price? A. Yes. 

Gar dL eam asking this because this is a eo- 
Operative which Mr. Francis said would file a bier 


at Ottawa, How in the case of that cooperative do 
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they get the patronage dividend? A. A record is kept 
in our society of all purchases made by our members 
through the organization and also of all purchases made 
elsewhere from which we derive commissions. These are 
all kept yearly and at the end of the year the patronage 
dividend is distributed on the basis of each member's 
purchases. In that balance sheet tam fidineg there is 

a list showing the societies that did business with us 
during 1943. They are listed there -- Armstrong, and 

SO on. In the case of the Prince Rupert they are agereg- 
ate purchases through wholesale, On that basis we dis- 
tributed the patronage dividend, 

Q.- They would receive a proportion of the 
patronage dividend -- the proportion that their total 
purchases bore to the total of all purchases, A.’ Yes, 

Q. i regard to the patronage dividends -- 
have they been declared? Have the directors recommended 
that a dividend be paid and have the members approved 
Stuer eA Thet has been’ done at each annual meeting. 

Q. Then the member cooperative is entitled, if 
it wishes, to draw the patronage dividend? A. On an 
agreed basis in accordance with the constitution. 

Q- I have not seen your Papelss, fa. Yos. 

It is allocated in their account and the majority of 
the members May decide when it is to be paid out. 

Q- For instance, would the Prince Rupert co- 
operative be credited, in the books of your association, 
with their patronage dividend for the yearn’? «fhe lYes, 

Q. By arrangement between the association and 


Prince Rupert Cooperative they allow you to keep that 


money for the purposes ofworking capital? A, Yes, 
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Q- Is the Kyuquot Cooperative “aSsociation one 
of your members? fas Mes. 
2- I suppose their name appears? ak PRU dOSs), 
THE CHATRMAN: That coneludes the case? 
MR. FRANCIS: Ves «I have ‘one or two others 
that are ready to go on. 
THE CHAIRMAN: Which will you take next? 
MR. FRANCIS: The next in order is the Surrey Co- 
operative ASsociation. Mr. Henry Bose will be called. 
Bees 
Surrey Co-operative 4Ssociation, 
having been duly sworn testified 
as follows: ° 
BY MR. FRANCIS: 
Q- You are President of the Surrey Cooperative 
ASsOciation? A. I am. 
Q. The association carries On business at 
Cloverdale, British Columbia? Ae Yes, 
2. For how many years have you been president? 
4. Since March 1928, 
2- How long have you been a member? A, [ 
have been 4 director ever Since its incorporation. 
2+ When was that? oS Taro 
+ And you have been familiar with the history 
of the association from the beginning? a, Yes, 


Q- Will you now present the brief? 
(Mr. Boge Submitted the brief as follows:) 


"The Surrey Co-operative Association 18 
Consumer 'g cooperative and received its Certificate of 


Incorporation LLG LO 46 Supply its members with the 


t sae x2 7 a ey 
7 vi 3) aa . 
v 
. a pty 
. aes ~~ 
~~ ” + one 
it s * + a 
| tis A - 
A Re 
. 
+ 4 r 
* ct € 
. ‘ 
yeh ons erence : 
1 . 
1 
Ee 5 a d 
‘4 ‘ 
: 
. 
c 
P 
ay : 2 * 
ie | 
5 ks 
E 
’ 
wd 
- 
> 
i 
’ 
So, z 
tease 
' 
rs 
. 
: . 
1 
iu ; 
= Ls yi 
, 
~ 


B-122 


=e Mr. Bose 


goods they required at cost. 
"During the year 1919 the fraser Valley Milk 


Producers! Association. which was a young or anization 
) y g g& 


cooperatively, realizing the high cost of feed to their 
Members, gave aig to a number of its locals in the 
Fraser Valley by helping them financially 20 Purchasing 
their feed requirements cooperatively a; cost. 

The poultrymen, many of whom were also dairymen, 
realizing the tremendous Savings effected by buying 
their dairy feeds cooperatively also had car loads of 
poultry grains bought in the Same manner, 

"The feed dealers of that time were taking trem- 
endous profits on the feed requirements of the farmers, 
Savines of from twelve to Piftecn dollars a ton were made 
when the feed requirements were bought cooperatively at 
cost, 

"!rom 1919. +6 1921 business was done out of the 
box car and With the financial help of the Fraser Valley 
Milk Producers! Association, 


ake February, 2921, € smal) warehouse was leased 


and a small inventory of feed requirements was carried 


on hand. From this beginning to the present time when 


requirements of feed, hardware and retail meat together 
with 600 cold Storage lockers the basic erincinle or gocas 
at cost on a cooperative basis has never changed. 

"To buy goods at cost ea customer Must be a 
member, 

"To become » member it was firgt necessary +o 


buy four __ ten dollar Shares or in other words +9 
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invest forty dollars in the Co-operative Association. 
This was reduced to one -- ten dollar share at the 
annual meeting of February 13th, 1932, and was again 
changed to ten -- one dollar Shares at the annual 
meeting of February lOth, 1934, and is still in effect, 

"The shares of the association are called the 
capital stock and are divided into yearly issues. (All 
Shares issued in any year are called the issue of that 
year.) 

"Interest is paid in cash on all shares at the 
rate of 6 per cent per annum. The rate of interest was 
reduced from 8 per cent to 6 per cent in 1933. 

"In order to Supply the increasing membership 
with increasing services and goods a capital set up 
had to be, and was developed as follows. 

"Goods and services are purchased on the open 
market at the best possible price and on a quality basis, 
These goods or services are sold to the membership at the 
cost plus a mark up of sufficient to cover handling costs, 
and 5 per cent to be applied to capital subscription, 
plus a sum to be put to reserve account. 

"All charges against the business are included 
in handling costs such as wages, depreciation, interest 
On capital, delivery costs, power and insurance. 

"After these charges, which are actually part 
of the costs of the goods, and the original purchase 
price of the goods or services are deducted from the 
price at which these goods and Services were sold to 
the members, and the 5 per cent subscription to Capital 
and reserve have been allocated, the overcharges are issued 


in shares, 
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"The amount put to subscription to capital 
account and the overcharges are issued to the members 
in shares on a eee basis, and the amount put to 
reserve account is allocated to each member on a pat- 
ronage basis, but he receives no interest on reserve. 

"As the membership and business grows the sub- 

Scription to capital account or the Capital increases 
and as the capital increases beyond the needs of the 
Association it is necessary to either reduce the sub- 
Scription to Capital by lowering the mark up on goods, or 
to redeem some of the Capital. lt as the latter method 
that is followed by this cooperative. As the capital 
is increased beyond the needs of the Association an issue 
of shares is redeemed, or 4 year's subscription to capital 
and Overcharges, plus new members original shares in the 
cooperative in that year. 

"All the shares issued either by subscription to 
Capital or new shares up to and including 1940 have been 
redeemed. 
Shares issued in 1940 were redeemed on June 30th, 1944, 
Shares issued in 1939 were redeemed on August 3lst, 1943, 
Shares issued in 1938 were redeemed on June SOth, 1942, 
Shares issued in 1937 were redeemea on June 30th, 1941. 
Shares issued in 1936 were redeemed On April S0th, 1940. 

"This routine has been carried on for years, and 
as there ig no get date for the shares to be redeemed, our 
capital can be controlled at the desired level, 

"As the reserve fund increases beyond the require- 
ments or beyond the emount required under the Co- 
Operative Act of British Columbia it nls) redeemed, 


a Outstanding reserve up £6 and including 
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| reserve allocated on 1935 purchases was redeemed in 
1940. 

"On A member leaving the district or retiring 
from membership in Sree ae nen ti ay his total shares and 
reserve are paid out to him in cagh. | 

"The Surrey Co-operative Association operates 
on a strictly cooperative basis, namely: 

One member -- one vote 

One sprite to all =- for large or small purchases. 


Membership open to all classes, religions and 
races. 


Limited interest on capital. 

Benefits to members who use the Association on 

a basis of patronage and not on capital invested. 

"The Association is managed by a board of ten 
directors who Serve without remuneration and employ a 
manager and staff to operate the business, 

"The Board of Directors is nominated and elected 
by the membership at the annual meeting and hold office 
for two years, five directors being elected each year. 

wrne policy or the Surrey Co-operative Association 
has been to supply its members with goods and services 
at a fair market price and at the end of each year pay 
back in shares and put to reserve (which is allocated 
to each member on a patronage basis) all of the over- 
Charges which may have accrued over and above the cost 
plus handling charges. This policy does away with 
price cutting below the private business operating in 
the same area and makes it possible for private busines- 
Ses to operate and make a Prorlit. 

"The Association is financed by the Ceaibens 


through the subscription to capital that is added to the 
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original cost price, plus occasional bank loans, plus 
new members original purchase of new capital. 

"The Association pays a limited rate of interest 
namely 6 per cent per annum which makes it possible for 
@ member in need of money to transfer to another member, 
with the approval of the Board of Davee toes some of 
his shares, which in no way changes the capital of the 
Association but does enable him to get some ready money 
if needed, and it is the member who transfers his shares 
that is really paying the interest (through his purchases) 
to his fellow member to whom he transferred his shares. 

"In practice a member holds Only the relative 
number of shares to the amount of his purchases through 
the Association so if no interest Was Daid, His capital 
subscription, which he receives in shares, would be greater 
by the amount of interest he now gets in cash. A member 
May not hold more than one thousand Shares after which 
his entire overcharges are returned in cash. 

"The Surrey Co-operative Association handles 
feeds, fertilizers, flour, cereals, coal, briquettes, 
farm and household Supplies, hardware, brooders and 
brooder Supplies, poultry fencing and supplies, meats 
and butter, and operates a 600 locker cold storage plant. 

"A small percentage of non-members business 
is done on which no refund to the non-members is allowed 
but this is well within the allowable amount under the 
Income War Tax Act and is as follows for the past five 
yearsi- 

1939 7.75 per cent of total Sales, 
1940 8.50 per cent of total Sales, 


1941 9.25 per cent of total sales, 
1942 8.75 per cent of total Sales, 
1943 10.13 per cent of total sales. 
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"The reserve account is recorded and allocated 
to each member on a patronage basis and if a member 
retires from membership his entire equity in the Assoc- 
lation including the reserve is paid out to him. The 
entire reserve a to 1935 has been redeemed and alll 
retired members have been paid in cash their share of 
the reserve since 1935 and to date. 

"In 1941 $181.66 was paid out of the reserve 
account to forty retiring members. In 1942 $929.11 
was paid out of the reserve account to forty-four re- 
tiring members. In 1943 $269.48 was paid out of the 
reserve account to twenty-three retiring members. 

"From the foregoing it is plain that the 
members of the Surrey Co-operative Association receive 
their goods and services at cost and no profit is in- 
curred which would be liable for taxation. 

"Copies of Balance Sheets for 1943 are tendered 
herewith together with copies of By-laws and Certificates 
of Incorporation. 

"The following example is of a typical member's 
account who joined the Surrey Co-operative Association 
on March 27, 1929, by buying four ~- ten dollar Shares. 

In 1929 his purchases amounted to $908.64, 

In 1930 he received or had allocated to him:- 

Interest on his 1929 capital of $40.00 - $2.40, 

Through subscription to capital account on his 1929 

purchases, shares amounting to $50.00, 

Had put to his account for reserve based on 

his 1929 purchases of $8.57. 

in 1950 his purchases amounted to $1,313.08. 


In 1931 he received or had allocated to hinr- 
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Interest on his total 1930 capital of $90.00 - $7.20 
Through subscription to capital account on his 1930 
‘purchases, shares amounting to $40.00, 
Had put to Bec onan for reserve based on his 
1930 purchases $1.08. 
In 1931 his purchases amounted to $783.20. 

In 1952 he received or had allocated to him:- 


Interest on his total 1931 capital of $130.00 - 
ds 
pl0O.40, 


Through subscription to capital account on his 
1931 purchases, shares amounting to $60.00, 
Had put to his account for reserve based on 
his 2961 purchases of 63.17. 
In 1932 his purchases amounted to $481.51. 

in 1953 he recelved or had allocated to him:- 


Interest on his total 1932 capital of $190.00 - 
$15.20, 


Through subscription to capital account on his 
1952 purchases, shares amounting to $20.00, 
Had his 1930 subscription to capital shares of 
$50.00 redeemed on April 30/33 together with 
interest to April 30th on redeemed shares of 
$100. | 
In 1933 his purchases amounted to $137.20. 

In 1934 he received or had allocated to him:- 


Interest on his total 1933 capital of $160.00 - 
$9.60, 


Through subscription to capital account on his 1933 
purchases, shares amounting to $8.00, 
In 1934 his purchases amounted to $429.81, 

In 1935 he received or had allocated to him:- 


Interest on his total 1934 capital of $168.00 - 
$10.08, 
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Through subscription to capital aecount on his 
1934 purchases, shares amounting to $25.00, 

Had put to his account for reserve based on 

his 1934 purchases $3.70, 

(As the reserve for 1933 and 1934 was so small 
it was added to 1935 and distributed in a lump 
sum to the members.) 

Had his original purchase of 440.00 worth of 
Shares plus his 1931 subscription to capital of 
40.00 redeemed on June 30, 1935, together with 
interest to June 30th on redeemed shares of $2.40. 


In 1935 his purchases amounted to $415.43, 


In 1936 he received and had allocated to him:- 


Interest on his total 1935 capital of $113.00 - 
$6.78, 


Through subscription to capital account on 

his 1935 purchases, shares amounting to $16.00, 
Had put to hi3 account for reserve based on his 
1935 purchases $.66, 

Had his 1932 subscription to Capital shares of 
760.00 redeemed on August 51, 1936, together 
with interest to August 3lst: on redeemed shares 
of $8340. 


In 1936 his purchases amounted to $360.11. 


In 1937 he received or had allocated to him:- 


Interest on his total 1936 capital of 369.00 - 
$4.14, 


Through subscription to capital account on his 
1936 purchases, shares amounting to $18.00, 
Had put to his account for reserve based on 
his 1936 purchases $4.56. 


In 1937 his purchases amounted to $526.76. 


Are 


= ba aa bet nas! Pits oR meeaiicuete: 


. A es basieaztteys ‘hie a8 Coane a 


45 Hiro OO. ide ws ssnewy “tegen: a bad” 


aa x inétics 6 opto sedue inet ath aig aatane é 
<a 08) enw no poanabeg 00, bee 


ied 


i. Baiw sedis 


Brus .s< to. settee 
: a 
> j sb. a pees Ov 


Fu : : 
Jae : atnbad of Soippetes 


ime Ws Fa tn ‘inieeas Gee ated ei4 inereint 


err of ty ; 
: i 


7 
RO: 4nuponiy ad iepao Os ace sanctus fiziiasi> 


‘aie waite ag, Art ony ot Seerarnd 


rts fe Pia ~abh saat ane eid GED | nt 
bee bite Rewte obs - ase! ni: 


oa. SLO os grt mom sotyia ~#esenemy ase: ain 


cre he Guted. avitees’ tat inveose, eke av, eae head 


Hled So" ngoxuad ihe 5 


Tpeoin, | SLOSo OF ois 1gh08 ahi BE eA ute hae 


; i | 
7 gecweioy 64. eoet yt au iva Satins has. 90.086 
Buena femoeshgk Ae tele OOS of de seta 621% 
aid / CRE 0) Do 3G) ; - i‘ nea on wid 62 at ’ 
: von . cond a Ssae okie bat 26 fhev.iroes af “Sel, ag 


- 80. ba ohn, te#t 400° 4S er te3en ej oo gag te tal : 


amtany 


eka 0 ross « Jetigqsie colbgbaaedus aug 


0 .G.iss Oc gil thie a vetted semua esug ase l 


~ 


an Dbesrt cy eees 307 dauweoas aig -os sig bat 


7 haat: pemenmeym 4604 etd 


* A? + CsoGe 


of od bednyne eapOaa we eta feel as 


B-130 


In 1938 


In 1939 


In 1940 


Ey ieas Mr. Bose 


he received or had allocated to him:- 


Interest on his total 1937 capital of #87 00 ~ 
oF $5.22, 


Through subseription to capital account on 

his 1937 purchases, shares amounting to $18.00, 
Had put to his account for reserve based on 
his 1937 purchases 2. 7Gy 

Had his 1933 and 1934 subscription to capital 
Shares of $28.00 redeemed on August 30, 1938, 
together with interest to August 30th on re- 
deemed shares of $1.12. 

In 1938 his purchases amounted to $787.42. 

he received or had allocated to him: - 

Interest on his total 1938 capital of $77.00 - 
Through subscription to capital Sion ae 
1938 purchases, shares amounting to 931.00, 
Had put to his account for reserve based on hig 
1938 purchases poeld, 

Had his 1935 Subscription to capital shares of 
925.00 redeemed on August 30, 1939, together 
with interest to August 30 on redeemed shares 
Oriel 00. 

In 1939 his purchases amounted to $961.26, 

he received or had allocated to him:- 


Interest on his total 1939 Capital of $83.00 - 
4.98, 


Through Subscription to capital account on 

his 1939 purchases, shares amounting to $48.00, 
Had put to his account for reserve based on 
his 1939 purchases $17.88, 

Had his 1936 subscription to capital Shares of 


e16.00 redeemed on April 30, 1940, together with 
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In 1941 


on 1942 


In 1943 
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interest to April 30th on the redeemed shares 
of $.32, 

His reserve up to and ineluding the amount 
allocated on his 1935 purchases was redeemed 
in 1940: emountine to 17.18, 

In 1940 his purchases amounted to $1,375.97. 
he received or had allocated to him:- 


Interest on his total 1940 capital of $115.00 - 
2be90, 


Through subscription to capital account on his 
1940 purchases, shares amounting to $82.00, 

Had put to his account for reserve based on hig 
1940 purchases $14.47, 

Had his 1937 subscription to capital shares of 
yl8.00 redeemed on June 30, 1941, together with 
interest to June 30th on the redeemed shares of 
o.54. 

in 1941 his purchases amounted to $1,880.41. 

he received or had allocated to him:- 


Interest on his total 1941 capital of 3179.00 - 
~l0.74, 


Through subscription to capital account on his 
1941 purchases, shares amounting to $112.00, 

Had put to his account for reserve based on 

his 1941 purchases $2.72, 

Had his 1938 subscription to capital shares 

of #18.00 redeemed on June 30, 1942, together 
with interest to June 30th on the redeemed shares 
Of lee54. 

In 1942 his purchases amounted to $38,556.54. 

he received or had allocated to him: - 


Interest on his total 1942 capital of $273.00 - 
$16.38, 
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In 1944 
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Through subscription to capital account on his 
1942 purchases, shares amounting to 153.00, 
Had put to his account for reserve based on 
his 1942 purchases $32.10, | 

Had his 1939 subscription to capital shares of 
~31.00 redeemed on August 31, 1943, together 
with interest to August 3lst on the redeemed 
Shares of $1,24,. 

In 1943 his purchases amounted to O25 595-07 
he received or had allocated to him:- 


Interest on his total 1943 capital of 3395.00 - 
$23.70, 


Through subseription to capital account on his 
1943 purchases, shares amounting to $181,00, 
Had put to his account for reserve based on his 
1943 purchases $56.85, 

Had his 1940 subscription to capital shares of 
$48.00 redeemed on June 50, 1944, together with 
interest to June 30th on the redeemed shares of 
$1.44, 

In 1944 the Association suffered a4 loss of 
$38,000.00 which was taken from the reserve 
account so he had his reserve reduced by his 
Share or $22.98. 

In 1944 his purchases amounted to 2,558.63, 

In 1945 he received interest on his total 1944 


Gapital of $528.00 ~ $31.68, 


"This 1s a complete record of this member's account 


from the time he joined in 1929 to date. 


"During this period he has paid no more in the 


original price for his goods from his Association than if 
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he had purchased them from private businesses. 


"He has received back his original investment of 
940.00. 

He has received in cash, subseription to capital 
redeemed 3334.00. 

He ee in interest $162.02, 

He has redeemaéd in cash teserve amounting to 
$17.18, 

He has still in the Association Subscription 

to capital account $3528.00. 

He has Still in the reserve account 9108.51, 


"He has made these Savings and supplied his 


relative share of the capital to his purchases as have all 


Other members, 


SUMMARY 
a 


Subscription to Interest 

Capital Account Rec'd in cash Reserve Purchases 
Joined Mar.27/29 340.00 # 908.63 
1930 Issue 00.00 2.40 8.57 LU, 63.08 
1931 Issue 40.00 Laren ® LOS 785.80 
1932 Issue 60,00 10.40 Diey S31 2. 
1933 Issue 20.00 16.20 137.20 
1934 Issue 8.00 9.60 429.81 
1935 Issue 295.00 12.48 5.70 415.43 
1936 Issue 16.00 9.18 66 560.11 
1937 Issue 18.00 4.14 4.56 526.76 
1938 Issue 16.00 6 234 76 787 .42 
1939 Issue 51.00 962 2<15 961.26 
1940 Issue 48.00 5.2350 17,88 1,375.97 
1941 Issue 82.00 7.44 14.47 1,880.41 
1942 112,00 tices He72 2,556.54 
1943 Issue 153.00 IVa 32.10 2,595.07 
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Summary continued: 


Subscription to Interest 
Capital Account | Rec'd in cash Reserve Purchases 
1944 Issue SEL OO 25.14 96.85 By I2O.OO 
1945 Issue b1468 
ane 
Total 902.00 3182.02 $148.67 
Redeemed 374% 00 7 Le 
ee 
$528.00 #182.02 $131.49 
Loss 1944 22.98 
ee eee 
3528.00 $182.02 ~l08.51 


SSE 


Present Position -- ~528.00 in subscription to capital 
account. 
$108.51 in reserve account.” 


CRU Oi 8 8g 6 8 6 6 le 6 a 


Documents filed with brief: 


ee Balance Sheet Surrey Co-operative 
Association - as at December Slst, 1943, 


(2) Pamphlet - Constitution and By-Laws ~- 
Surrey Co-operative Association 


(3) Certificate of Incorporation. 


MR. FRANCIS: I woula point out, Mr. Chairman, 
that on pages 6, 7, 8, 9 and 10 there is a very detailed 
history of the exact benefits derived by an individual 
member of this association, but for the benefit of the 
Commission it has all been summarized on page ll. I wish 


to mention that at this point. Without wasting time, the 
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Commission can decide which it would prefer to hear read. 
We thought it would be of value to the Commission to have 
the story of one of the members trading with thé assoc- 


dation. during the past fifteen years, 


THE CHAIRMAN: Has this been compiled by the gentle- 


man in the box? 
MR. FRANCIS: It was compiled under his super- 


vision. 


THE WITNESS: It was compiled by the Manager under 


my instructions, 


MR. PARKER: [It Can be taken as read. 


MR. FRANCIS: Perhaps the table would be sufficient. 


THE CHAIRMAN: Will you be here this afternoon? 

THE WITNESS: Yes. 

THE CHAIRMAN: Tt might be necessary for Mr, 
Parker to have a look at it before Proceeding with his 
examination of the witness. 

THE WITNESS: At Page 11 we are rearranging it 
Slightly and will Bi7E you hew copies of page ll, which 
Will make it a little easier to get the picture. [I 
may say that I was astonished, when t got this prepared, 
to see how it Shows the ups and downs of the economic 
life of the farming community. I have figures Showing 
the business we did in all the different years, and how 
they coincide with the economic difficulties which the 
farming community passes through in the years 1931, 
1932, 1933 ana onwards. It is very interesting to see 
how it Stacks up. 

THE CHAIRMAN: We had better pass that for the 
Moment, I think. 

BY MR. FRANCIS: 


Q- You have already Stated, Mr. Bose, that for 
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more than twenty years you have been president, ana you 
have lived in the community for how Long?) ly Fifty- 
five years, next June. 

ee have been Police Magistrate for a long 
time? ie qlee Ot My commission in 1911. 

Qe AS a citizen of long Standing you have taken 
an interest in the welfare of the community? A. Ih the 
economic welfare of the community. 

Q» From your personal observations, would you 
Care to give us your opinion of the benefits or other~ 
wise derived from the operation of this association in 
the past twenty-five years? <A. The cooperative princ- 
iple is one of the greatest things to improve the economic 
Status of the man on the farm. 

Q. I think you are the only witness we are call- 
ing who has had Such long residence in the province and 
such a long experience with Cooperative companies, and 
I think your Opinion would be of great interest to the 
Commission. Will you please develop it? A. You ean 
See from the Srowth the 8reat need of cooperation among 
agricultural communities. The agricultural community 
has to buy large quantities of supplies and we manufacture 
those Supplies in butter, €sgs and poultry Products and 
hogs and have to sell on, you Might say, a wholesale mark- 
Gt. We have been buying retail ana we have to gell our 
broducts Wholesale. We figured we had to gether together 
and buy our Products wholesale too, and the growth in 
Quantity of the commolities we have handled for Our members 
Shows the absolute necessity of the farmers doing this 
work COoperatively. 
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illustrations. In 1929 our total sales were $469 , 000 

in round figures and in 1930 $484,000. In 1931 we struck 
the depression and it was $330,000 odd; in 1932, $258,000; 
in 1933, $236,000; in 1954, 3308,000, and we go up then. 
In 1942 it was $687,000; in 1943, $1,006,000, and last 
year we did $1,360,000 and the tonnage last year was no 
less than 31,111 tons. 

THE CHAIRMAN: To what do you attribute the great 
increase in the last two years? 

THE WITNESS: It was the policy of the Dominion 
60vernment, asking the farmers to produce more eggs, 
butter, pork, and so forth, and campaigns were put on to 
eneourage that. The farmers in my district responded, 
as is shown in these figures. We have more than doubled 
consumption commodities. As an illustration, I may say 
that in 1942 there were only from two to three thousand 
cases of eggs sold to the produce buyer for exportation 
to Great Britain, Last year we produced and sold in 
priatish Columbia, after feeding our own people, 170,000 
cases of eggs, and I consider that we are one of the 
factors that make this possible. Our figures of tonnage 
and the materials we have handled and what our members 
buy from us show that we have helped the war effort. 

BY MR. PARKER: 

Q. This brief that you have read wags compiled 
under your Supervision and in collaboration with your 
manager? A. And staff. 

Q- You have knowledge of the facts? Speaking 
senerally, are you prepared to vouch for the accuracy of 
me A. oT oan vouch for the accuracy of the information. 

Q- You have every reason to believe it is acc ur ~ 


ate and reliable in every respect? Ae Yos, 
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Q. Turn: for a moment to page 2 of the brief. 

I understand yours is a consumer cooperative? A. Yes, 

Q- Entirely? A. Entirely at present. 

Q- Has it always been consumer from its 
inception? A. Yes. | 

Q- It does not market producers products at 
all? A. No. 

Q. What induced the birth of this organization? 
What was the economic condition that made it desirable 
to form the association? A. I state that on paco L. 
In the last war, prices for our products went a Lot 
higher than they had been -- tremendously greater -- 
and our feeds went up- Then when the war was over they 
Slumped and feed houses did not meet those conditions 
and we thought it advisable, with the assistance of 
Fraser Valley Milk Producers Association, through their 
locals, to ship carloads of feed and we distributed 
right from the cars to Our people. 

Q- It was due to the general economic condit- 
oe that you thought you could better yourselves 
through this method of operation. Is that a fair way 
OF putting it? ies YOS. 

Q- Coming to page < of the brief, about the 
middle of the page, you state that when all charges 
against the business are included in handling costs, 
Such as wages, depreciation ana SO on -- you enumerate 
them -- after all these charges, that is to Say, all 
your operating charges -- A. In our by-law we add 
5 per cent towards capital construction. 

Q- These charges are actually part of the cost 
of the goods? A. Yes, 
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Q- "And the Original purchase price of goods or 
services." What Services. do you purchase? You purchase 
goods only; what Services do you purchase? What do you 
mean by that? A. When a man goes to a cold storage 
locker and takes in a hog he has to Pay a cent and a 
half a pound for cutting it up and double-wrapping it. 
and putting it into the lockers. That is service. 

Q- And the commodities that your association 
handles, you go out in the first instance ana purchase 
them? A. Not in the locker System. A man can take in 
his own beef or hogs. 

Q- I am talking from the consumer standpoint. 
You purchase a large quantity of goods in the course of 
the year, wherever you think you can buy to the greatest 
advantage? A. Yes. 

Q- And pay for them? A. Pay cash. 

Q- Cash which you have obtained by the issuing 
of shares? A. Issuing shares to members. 

Q.- And when you purchase these goods you be- 
come the owner, that is, the association. They are your 
Z00ds? aoe Suppose, as a local incorporated body 
you can say that. But we are really purchasing them in 
trust for our members, 

Q- The same ag any company purchases with the 
idea of Selling to the general public, you purchase with 
the idea of Selling to your members. With that differ- 
enee only, they are the same Otherwise? A. They are 
purchasing under instructions to supply them all the 
time, 

Q- And you pay for them Out of capital raised by 


issuing Shares, and you sell them over the counter, or 
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through whatever channel it may be, at the going price 
more or less, equal to what other dealers sell the game 
commodities for? A. We don't try to cut prices. Some 
Claim we do but we don't, 

Q- You have go Stated in your brief. You sell 
at the going price, A. Correct. 

Q- But at the ena of the year, when you have a 
Surplus on hand which you do not pay back to them in cash, 
you issue additional Shares to cover that? A. Correct. 

Q2- Do you know what a Stock dividena is, deal- 
ing with the ordinary limited company? &e Yes. 

Q- What is the fundamental difference between 
an ordinary stock dividend issued by an ordinary joint 
stock company and the Shares which you issue to members? 
A. There ig a lot of difference? 

Q- Let us have it. Ae The difference is this. 
Those shares cannot be transferred without the consent 
of the Board of Directors. They cannot be used for col- 
lateral except in their own organization. They can't 
take them to the Dank and get a loan on our Shares, 

2- What prohibits it® A. Our rules. We have 
the first lien On those shares. You cannot sell them on 
the open Market. 

Q- Are there any other differences? A. That 
is the fundamental difference. 

BY MR. ELLIOTT: 

2 You distribute these Shares in Proportion to 
the business done by the member ang not in proportion to 
the number of Shares held? 4, Oh, no. The principle 
is this, 4 man, in order to get possession ey ous Shares, 


Must give us his puciness., If he. does not give his business 
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he does not get the shares, 
Q- I understand that, 
BY MR. PARKER: 

Q- When the Shareholder in a private company, 
an ordinary joint stock company, undertakes to dispose 
of shares, they can only be transferred on the books of 
the company with the consent of the officials of the co- 
eens As dont know about that. They seem to go 
On the stock market every day according to the papers. 

On the other hand, ours cannot 80 on the stock market. 

Q. They can Only be sold with the approval of 
the directors. fe Yes. 

Oe. Mousey tite directors Only approve if they 
are to be transferred to another member, or to an incom- 
ing member? 4. To another member, a new member, they 
might be transferred, 

Q- Apart from that the directors would not app- 
rove of the transfer. A. No. 

Q- Upon the death of a member what happens? 

“a. To whomever is entitled, or to the estate, we pay back 
in cash and pay the reserve and everything. 

Q. Just deal with the shares. Upon death, the 
Shares are redeemed by the company and the price paid to 
the state? A. Correct. 

Q- 4nd these shares are outstanding four years. 
4. Four or five years. We have redeemed the 1940 shares. 

Q- What is the difference between redeeming these 
Shares after they have been outstanding four or five years 
and the redeeming of ordinary shares in an ordinary company? 
Meetvis the difrerence in assets? Do you follow me? 


4. I don't quite. 
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2+ What is the fundamental difference between 
an association redeeming its issue Shares, as you say you 
do, and an ordinary joint stock company if incorporated 
on the basis where it can under certain circumstances 
redeem its shares? A. We create new shares every day 
or aS soon as we have more Capital than we need. We 
redeem the oldest Outstanding. We have no Sleeping 
partners. All members must be active and when they cease 
to be active they fade out of the picture. 

Q- And as to what you. call, shares representing 
the surplus, which I liken unto stock dividend shares, 
the amount is determined on a potronage basis? A. Yes. 

Q- By that you mean according to the number of 
dollars' worth of business purchased from the company 
during the period? A. Yes. 

Q- Does it make any difference what measuring 
rod you use to see how many shares a man will get, wheth- 
erit 1s according to the amount of business he does or 
whether it is the number of dollars he has invested? He 
may get more by one ey Caine rod and less by another; 
but what is the difference -- the fundamental difference? 
Hatt he can only learn shares by the amount of business 
he does -- and he Knows when he joins us that he has to 
Sign a declaration that he will abide by the Tul es and 
regularions -- he knows that when he spends a dollar he 
buys a nickel's worth of new shares. 

Q- Take an ordinary limited company who might 
adopt the policy that they would sell goods Only to their 
Own Members, Suppose they did that over a period of 
years, and at the end of any year made $10,000 profit. 
Suppose they haa authority to pay that out not in prop- 


ortion to the number of shares of capital which the 
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member had, but according to the number of dollars 
worth of business which he had done with the company, 
would that make it a cooperative? A. That is pretty 
hard to answer. It would not fit into our scheme. [If 
the company were organized as a joint stock company it 
would not fit into this. 

Q- Does it make any difference what label you 
give an institution? What counts is the inner working 
Or 4.0. A. We are governed by the British Columbia 
Co-operative Act and the Dominion Government Income eb ¢ 
4¢t. Thet is what we have to be governed by. 

Q+ You do not want to answer the question? 

A. I would not like to answer anything connected with 
joint stock companies. I am not here to answer with 
Tespect to joint stock companies. They may have a view- 
point on that matter but I would not like to express it 
for them. 

Q- Turn to page three for a moment. Just aft- 
6r that set of figures you say that, as the reserve fund 
increases beyond the requirements, or beyond the amount 
required under the Act, it is redeemed. What do you 
mean by redeeming the reserve? A. Under the British 
Columbia Co-operative Act we have to carry ona reserve 
in a certain proportion. 

7 TM cnderstand’thatet © fa apis own $100,000 
we must have 10 per cent in reserve. We have always 
Carried all the reserves which the Act called for. From 
time to time we Put more money to the reserve and On two 
Occasions we have paid all the reserve out to & certain 


date, 


Q- When you get more Teserve than the statute 
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required? A. We give it back to the members. 


ie EGS Simply paid back? A. Paid back in 


‘cash. 


Q- You do not give the word the same meaning as 
you give the word redeemed when you talk about redeeming 
Shares, A. It is a different thing. The shares they 
are paying interest on ana the reserve carries no interest. 

Q- Further down you say that the Surrey Co- 
operative Association operates on a strictly cooperative 
basis. What you mean is that what makes it cooperative, 
the thing that really distinguishes it from an ordinary 
company, is the fact that you pay these surpluses back. 

A. Back to the man who should get it. 

Q- In proportion to patronage instead of in 
proportion to the amount of share capital that he has, 
A. Yes. 

®- In a word, is that the difference between the 
two? fie » YOS, 

Q- They buy goods ana Sell them and issue share 
Capital, pay handling charges and insurance, and when they 
get through they have Something left Over, and in one case 
they distribute according to share Capital while in the 
Other case it is according to business done. Is that a 
fair way of Summarizing it? A. I suppose go. 

THE CHAIRMAN: That would be the essential diff- 
erence between the two forms of organization? 

THE WITNESS: Yes. 

BY MR. PARKER: 

Q. In your association the principle is one mem- 

her one vote. A. Yes. i 


Q- There is no proxy vote? A. No. They all 
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come to the annual meeting. 

Q- You are familiar with the principles of the 
Rochdale plan? A. We have read about atic 

2» Do you model yours after it? A. To a cer- 
tain extent. 

Q.- I understand it is one of the fundamental 
principles of that plan that there should be no proxy 
voting. A. We have none in practice. 

Q- If you had, would it make the organization 
less cooperative? A. I would not like to argue that. 
We do not like proxy voting; we like people to come to 
the meetings themselves and decide their own policy. 

Q+ I understand that in a@ great many associat- 
ions proxy voting is prohibited, while some permit it. 
Does it make any difference in effect, or does it not? 

A. We don't have proxy voting. 

Q- We come now to page 4, the second paragraph, 
referring to the policy of the association, where it igs 
Said that this policy has been to supply members with 
goods and services at 3 fair market price. You pay for 
them and sell to them and later on they get a benefit 
because they did business with you; and at the end of 
each year you pay back in shares and pay the reserve 
which is allocated to each member on a patronage basis, 
all of the overcharges. Why do you call them over- 
Charges and not Say surplus from operations? Ts there 
any particular virtue in using the word overcharges? Would 
not "surplus" or "profits" answer the purpose as well? 

A. When you do $1,350,000 worth of business in all kinds 
of commodities it is impossible to cut the prices structure 


that close, that neat, that there would not be a fraction 
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over, and we have to do something with these accumulations 
of overcharges. 

Qe They are profits? A. No, they are not pro- 
fits. 

Q-° Are they surpluses? A. They belong to the 
members. They are Services. 

Q- Belonging to whom? A. To the members. 

THE CHAIRMAN: They are margins of safety? 

THE WIINESS: It is a Margin of safety we all have 
to have; otherwise we would not be in existence. 

BY MR. PARKER: 

Q- You say that this policy does away with price 
cutting below the private business Operating in the same 
area and makes it possible for private business to Oper- 
ate and make a profit. Do you not think that the members, 
Baad Ly realizing that if at the end of the year they have 
done business with your association they will get something 
back, whereas if they have done business with non- 
cooperatives they will not, will naturally find in this a 
Strong inducement to do business with you rather than with 
your competitor? Ae I may state here -- 

Q- Please answer the question. &. Aman joins 
Our organization of his Prec will. and a= 

Q: Will you answer the question. 

MR. FRANCIS: Should he not be allowed to answer 
the question in his own way? 

THE WITNESS: We have no men in the field to ask 
People to join our Organization. They all come in of their 
Own free will ana say they would like to join. We have no 
field men because People all voluntarily come to our org- 


anization and Sive their orders. 


NpeF or mackie yd sh 


i 
7 ay ihe: 
| ‘eredneut ond -ot 


saab 1, 
[eee tis ew vetnd. Ie : abeetn Fy ai ag on, 


iynrvaies mk od 364 eiuow wot pein 
ties al ih Va 


ey iti gokton aise spied ne uot: «f | 


hebind Wabw via? 
asain etha wold paktsag 


eine Bad at bE gattoreye sesutou 
tag 0" vidiseed gb ecusm ban ae78. 


=16ed0 ot aa atau 53 
pte. a usen baw eve 


u 
: 


Lgrodmor aie dod snide "don bog oft 
evn v~esd 6 BY, et Th Dilek end we ‘*‘t. snl BS Ei aet eline = 
my vee . c i 6 
Lil gone niskekagins nL dy hi axeatsud woh (9 


Paes ERIE & tog 


cacn Btw, dhantend guch BPRS gedd. $2 gone done & 


*iiswee LER (ion ities yoi?.® 


B bade. i Dist side’ 
- agi Mei) aenten Soy tiv IW senate cb of deemeoubal Sst 
‘ # 
ny e cee a . ; 7 
soa lteanog, Ty 


BO: Re 


seed agede eri &. «A 


= 


oy), “oda eaiy itt otewalie genok B 
on ong +i sot sit to ition benyte nud 


Ss oucie gdh Lemna OMG: “thw 


4 he 
rs 


< taksa Go pon of Minos sh 1 4S 
Sune owe etd al ~akeaons 

roy siia «i ik ie eeokiy om 
| 7 ‘ene nota. ego sus. nidt, ed) etgeey 


: co ayvoll ow 


ttiw tert ae 


ee lol ae axtt. SAaQw yous yaa bis 


ieee te J] tae: ee a ee 
war Ul OF alos etiapoau les ife siqgsoeat aegiaced mel” 
by 


swtesto atond viz: + 


B-147 


-147-~ Mr. Bose 


BY MR. PARKER: 

Q- Is that your answer? <A. Partly. 

Q- Well, give us the Peer. Of 5. Aw Now we 
ell know that when you join a cooperative organization 
your oe cet is to save a certain amount of money by buy- 
ing cooperatively, and that is the only difference between 
us and private commercial institutions. 

Q- I am directing my question to the idea of 
competition. Does not the very fact of doing business the 
way your company is doing business indicate, is it not 
obvious, that there is a very great inducement for a man 
to become a member of your association and get the benefits 
on all these sheres that are paid back at the end of the 
year, rather than go to the non-cooperative store around 
the corner where he gets none of these benefits? 

A. Each man makes his Own decision, 

Q- If the question igs unfair I will withdraw ay 
Poe At 1S. .9 question that you cannot Or do not care to 
answer . Be cit te note question of not carying to answer. 
A man makes his own Gecision whether he wants to do busin- 
SS cooperatively or through a private corporation. 

Oe Lt is still a tres country? A. Yos, 

BY MR. ARNASON;: 

Qe It is a matter of a Man's judgement? 

&. Yos, We don't ask any man to joins 
BY MR. PARKER: 

2+ Have you a copy of the balance sheet in front 
of you? de Oh yes, 

Q® This is for 1943. I see stock on hand, feed, 
#56,000, 4. Correct, | 


Q@- That represents feed which the 48Sociation 
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bought out of share capital, money on hand, for resale. 
A. a5 have it. 

Q- That is what it is. A. iYes. 

Q- I see there is cash on hand in the bank 
$67,000. Is that apart from reserves? A. That is the 
wrong item. 

Q- iI beg your pardon; it is the next item, cash 
on hand $26,000 odd. Is that cash over and above reserves? 
Ae Yes. The reserve is not cash in the Danke it is eused 
in the business. That reserve may be in that inventory. 

Q- It is used for your working capital, but this 
is just cash? A. Cash in the bank. 

Q- The companies! cash? A. The associations! 
cash. 

2» Then I see you have Victory Bonds, $60,000. 
A. Yes, 

2- Does that represent reserves? Ay “Part of 
the reserves may be in that. 

Q- Were they bought out of funds allocated first 
to reserves? A. No. They were bought out of cash we 
had on hand. 

Q- Before it was allocated to reserves, “A.” “No. 

Q- Why did you not pay all this money back to 
the members? Did they not want it? Ae I tell you, if 
we had to pay all the money back there would be hardly 
any organization, 

Q- In addition to the inventory you have $60,000 
investment. A. At the present time we have $100,000. 

®- iecounts receivable. You do Sell on credit to 
members? 4&. No, a man should pay. 

Q- Do you sell on credit as @ matter of fact? 


A. He ean get credit up to 50 per cent of the share 
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capital. 

Q- That is credit? A. Yes, 

Qs (Otherwise it is cash.. Ach: Yes: 

Q- Following that policy, you do have accounts 
receivable to the extent of $15,000 odd? A. Yes. 

Q- Then you have an outstanding claim against 
the Dominion Government. What is that? I don't want to | 
go into your private affairs. A. . There is fifteen doll- 
ars and odd cents on every ton of wheat that goes from 
the prairies and we have to put claims in every so often, 
On every carload of wheat the Dominion Government puts 
up freight and it comes to $15.40 a ton. That is money 
the Dominion Government owes us towards the whe xt bonus 
and paying the freight on these ears, 

Q- This association gets a Government bonus? 

A. They all do. 
Q-You get it the same ag anybody else? A. Yes, 
Sure. We get anything that 15 coming tovus. 

Q- Then you have a whole list of fixed assets ~—- 
office building, hardwara building, workshops, trucks and 
So on, totalling around $65,000? A. That is book value. 

Q° That has been purchased over the years and 
has grown out of surpluses? As Out sar money which peop- 
le subscribe every time they spend a dollar with us. 

Q- They sibscribe originally, to begin with, and 
secondly they subscribe to new shares out of money coming 
to them? A. Yes. 

Q- So that today you have $261,310.86 worth of 
assets? A. Yes. 

MR. PARKER; This, Mr. Chairman, is & Subject which 


in a sense one could pursue more or less indefinitely and I 


; er 7” Bee 
> Jeaeironae aiest ob ket «yabiar, road, on 


“ 
an "i 
- - ; 


te : , LA a, Paty Vues pty, te faeeee sh 
¥ 


a) dar ae efsia ,iisneiatee ae evan. egeawit a oT 
i Sotens Zina. ott 3 teat cent ania tivo if 
Bisa ee ee a we tate asov ta, 2e9 unk $ti i 

- : eer) Shas IT ; me VO BOG yreve ng rinon. bho Bab . . 
| Bias Se pnt rapes ay wal ve bie RORaee, : 
| aie jane Se bana CHMEN, ai 


rips ri. ae rau i’ 


, » & rte 
oiec ] i y GSR A J ee iil *) Doo pdagent  % 
of > 
foros a J3eN8 snag ti of: cq titan ott 
Ber )¢ i ’ a] ee 
» eqgeat oe (Ggaeet) hae aatyee RAIS 
rel esi, Stak ORB nLEY’. Yee. ; 
‘ 
- P in 
’ «SD ‘LD 7e/0 sb. ; 
: Le ee Ss Ps 7a WOXs yet 
on oF 
4 ) 
snip gli ee a eee 
} wre , neat 7 
fle ; ; 
¥ ' aud ean FSS ood bo ; “Le 
7 Cal . Saris, Beers Pei 
Ur } i. FM saad ‘ ef? 
gi ‘mye LESS > $20 Wares u On 
of? : : ‘ * ert eats al 
. ee \ dit ee ar *- 5 Oi “ a a 4 ie ee 
r ms : 
wli“aoegin herr ed ey 
i : : j SP» au ts wath... w 
phe} 2 
‘ af oe. on ng ii Lee 
efit i. 
ace ‘a é By E pHa SA 


“ais Had 


B-150 


-150- Mr. Bose 


must use my best judgment in deciding what questions I 
shall ask which I think will be helpful. It is just poss- 
ible that tar waste your time on some points. 

‘THE CHAIRMAN: At adjournment you might confer 
with counsel to see if there is any way in which we can 
move rather expeditiously, because we do not want to leave 
More cases unheard than we can help. 

MR. PARKER; I hope you will stop me, Mr .Chairman, 
if you think it necessary and take on the examination your- 
self if I am not helpful. 

THE CHAIRMAN: Will you confer with counsel at 
the adjournment. 

MR. PARKER: Yes. 

BY MR, NADEAU: 

Q- Would it be possible for us to have a state- 
ment of expenses and revenue to supplement your balance 
sheet? a Do you wish to have a complete statement ag 
to what it costs per ton for delivery Services, etc.? 

| 2- A general statement of revenue and expendit- 
ures to supplement your balance sheet. ae Li’ knew 
exactly what you wished, I would get if for you. vi 
will go to our office and take copies of our records. 

THE CHAIRMAN: Would a Statement showing operat- 
ing expenses and revenue be useful to you, Mr. Keay? 

MR. KEAY: Yes. 

THE WITNESS: I have a summary » 

THE CHAIRMAN: You might confer with Mr. Keay. 

THE WITNESS: I can give a few figures I have 
here, 

MR. NADEAU: I do not think that would be useful 


for our purpose. 
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MR. FRANCIS: TI Suggest it would be better to de- 
fer that aspect of the matter and put in a proper statem- 
ent. There is one point which I would like to take up 
with the witness, 

BY MR. FRANCIS: 

Qe My learned friend put this question to you: 

"In a word, is the essential difference between your co- 
Mpany and a joint stock company the method of distribution! 
I believe you answered yes. In your brief On page three 

mou sel Out five Characteristics -- one member one vote, 

one price to all, membership open to all classes, and go 
On. Do you regard all these characteristics as important 

to a cooperative? a» That is correct, 

Q- nother essential difference is that in a joint 
stock company each shareholder has one vote? As For each 
Share, sure, 

Q- But in your association each member has one vote 
irrespective of the number of shares, Is that an essential 
difference? A. Yos, 

Q- Is it an essential difference that YOUuMLIm. t 
interest on capital? fe Yes. 

2 Is it an essential difference that you treat 
everybody the same -- Ons price) to all? Ae Yos, 

Q- Are there other essential differences? 

A. Quite a difference in our principle. We Charge a man 
the same for a small quantity 23 if he bought a carload, 

Q- In your association you can buy your shares 
from your Members at will? A. Yes. 

Q- You probably know that the general rule in a 
Joint stock Company is that the company Cannot buy its shares? 


A. I won't talk about joint stock companies. 


5 , Y<¢ p ey she ar 
Ge oiee of maar ooew! E rlatiaiaar Li 4% 


or a ae ea pars ps ‘- 


| ; ee 2) 
eee alia» 
. ap qebtsenmp eine 22% ‘fined pe Hed ih. oh ‘. 
uy aawiieud gailuweet tien rok, nose mar: ‘et tow ¥ an” 
a aeuttuct so Ay Seapets wo ott seq aphse uatet 5 “Dit qq 

- q " an ‘1Hi2t0 SST al «whey beqanetn 1% bbe 
a ii {ve traseoadaor *s +ue fon Lee 
vioueomaeat th od? WORT oty 


Te ci 
OF me } i mS ‘ : 3 
le tisifionet POY oi: «ale 


dat pod) Bie See 
ate : 
i 4are engct ab 
os ip [Afeapese ere i 
\ i 
* eee) - 
| | i fone...% 4% ACUTE 
} apes fon tAbe ove....te 
rs aie 
oe ‘i > isa 
| - 8 tvs , OTe 
7 éa7% 
ri C2 ¥ bon | f 
‘ wt » 
gi av ja ‘oe 
ays ay kroagee tan 
odor, Qtek ttoaegsee 
: = en a ality 


” ge i ae ee ts) 
ae 


a 1 he 
; | fg ere cet ae Ja b 
i A 
j ~ i 
os &'e 
‘ otes 20h a te CDes 
. 
+ = 4 
7 iat A208. Oa EX 
‘ f Cypee Vy 
i eae 
< ' 4 ; i ane 3,3 men BL z 2 > 
. al ' ck * 
| 
Joe fh f 
ba jenn een. Tate SROnt, Pee * 
LOs08 a 
Pere ss ae : ; 
q Nes 5 ee ioe Q : _ - Sea 
| Ecd » one:.Ol @blesrs rithm Oeil 
a ke Shits, . —_, a ale 4 0p oe 4 
* vt iG - +tivenls ilere & <ey OSM 
‘ 7 os E. 1 r 
ee ae 
; @+ DOC EA uy P| a) 
| : sy nohts .09c=e 7h 
| 5 
| ag MO 4 S04 
a 1.3 iv _ As Vea 
se 
fatetGg GO i 
ae « yt ‘i mre 44 ’ 
ED’ end woe 
¥ 7 a - e 
; ie 
aay. cea { 2: Ton gn a 
an ¥ ) nat} te rer) ae] 
, it @ ; 
4 . re o 
> suees i fin ais 


—_ 
« 
~ 
e 
ef 
—< 
_ 
“2 
- 
= 
re 


i-152 


-152- Mr. Bose 


a- The point is that there are several essential 
differences and I do not think you quite understood the 
question put, that the only essential difference is the 
method of distribution, whereas the brief sets out five 
essential differences. I want to emphasize that. 

A. Yes. 
BY MR. PARKER: 

- One of the five which my learned friend has 
just referred to is that membership is open to all classes, 
religions and races. Do you know of any rule governing any 
joint stock company that makes a difference between classes, 
religions and races? A. I am not speaking for joint stock 
companies, 

Q- You don't know of any? As Nos 

BY MR. NADEAU: 

Q- Did you ever file income tax returns? fe, Yes. 

THE CHAIRMAN: For the association? 

THE WITNESS: Yes. 

BY MR. NADEAU: 

Q- Did you ever pay taxes? A. Not to the Dominion 
government. We used to pay a little taxes to the provincial 
government. 

Q- Income taxes? A. Income taxes -~ a small 
amount. 

Q- Never to the-Dominion government? A. No. 

BY MR. VAUGHAN: 

Qe There are several differences pointed out, but 
we can get it down to one main difference. What is the 
most important difference between cooperatives ana HOLNT 
Stock companies? A. A cooperative tries to improve the 


Sconomis welfare of the individual; a stock company. tries 
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to make a profit out of the individual. Have you got it? 
BY MR. ELLIOTT: 

Q- On page 2 of your brief, with regard to the 
price policy of your association, you Say that as the mem- 
bership and the business grow your capital increases, and 
as the capital increases beyond the needs of the association 
ab: 2.8 necessary either to reduce Subscription to capital 
by lowering the mark-up on goods, or to redeem some Capital. 
You state later that you have generally charged the market 
price instead of reducing the mark-up on your goods? 

A. Yes. 

Qe You suggest that that’ enables competitive pro- 
ducers to charge similar prices. Is that the only reason 
why you pursue that policy, or have you other reasons? 

A. We believe in the revolving capital System. As new 
men come in and do business with us, when they first come 

in they have not sufficient capital to take care of their 
business and it has to be taken care of. After they have 
been there a few years they have enough capital of their own 
to take care of their business. 

Q- If you lowered your mark-up, that fund would not 
revolve quite as often? A. No. 

Q- Is it essential to the purposes of your associa- 
tion that the fund Should revolve in four years, or might 
it be in three years or five years? A. It will revolve 
according to the success of our business operations. We 
might have conditions such that we Might not redeem any 
Shares for one year. Those conditions Might arise. 

Q- Then it is not essential that your capital 
Should revolve in four years? It would do if it were five? 


Ae It might have been even six. 


e i 


Bape at A -bal~ 


bed jap Loy eves + Vagtits tagibin ent tus" “arent Fs) a ov 


saat ge YE 
"ete “whet “a % eessa abe 


uh onde a a) iol daaaaee too" to yor log sobad 
bre , Beeee tos regbur4s Awe WOEB<S aanntaed eft hos ished 
ie =~ i ~~ vAeh —y 


, ir ae Bowed BOF pomgak -fetiqea ard Be 


does Loses aid cr BHO Pee ’ 
; = 
sy tae taeneoes at ft 
Lag eas “7 nod try'r wiitc ove ioe Det og fade Tu . 
33 «4 oy -Speos AO teaaes adz antrewos ve 
mre m8 yay a 7.” ® ,eo et we f+ 
Sei taeo' whoa Sve. | . 


ce. ‘i eas wy fed? tTeaves psete got 


vat OX 


, 
oe e e “ F 
Pes ' Lacehed TS be fect bolt 
s a, ve alrrant 6 HPoacge' Mm 26 _— : 
a>. sia he i# af ‘ las pote ei es pice 
ait . C 
A — a 
ae Cae e ES od 
3 ~ ti < . rai ,, ae 
le - Sie kos nse 
\ 
r 
= . 5 re ie Be ‘ 
‘ . it ie A ell | YG Cees wd Se ory Mate 
ree fy ir THe Loa Jace sat ORE Pa: Si Sealey hetrgear 
we) z ‘ 
te ' yi! 
r . ; qa &YTOeSLP 
i 4 : BarEeee Tas 8 ey saris : fovea 
Pee ae eae na ps » Sm ae r ue ne ce 
4 7 — a ‘ ' 
' < > rs 
4 5 f srr oot viv 
me ' ‘ [og a efhi SL , 
‘ ~~ i if myers - 
Fs" b ‘ . 
A A 
sei =t ; ’ i a) =4 | 
. welaget 6ft- nf. avers ? 
i + TT ‘ ‘ }\ a | vignee : § € 
¥ tig: ES ee | “+ wie 8 
a? i 
y meson tevrd OS Dae a2 epee 
Ae 9 ) , j =) ' j ee Jed OE pe as , , 
eps) br a 
iy 1 4 
+ * ay f Teih) PS - n 
P ty I ve 
hu 4 nr ' \ ifv4 yf oh wl ai er He 
>) i 
> ~ . 
. ; + a! i) | 
j ‘ n Le 
a e oa ‘ i pea, a As Rie, Mise? PANS ie : 
ahs , ; 1 is em “ £35 dat eta Das i 
: ‘ 
ries ' a ¢ 
ae ad woe Ameer. Vee 4 PGs om 
r é te, « 
iis wen hm Bae sek SNe 
pati? - 
f , t ; 
wey el an rae { t it 
‘ BUG Leng ow tga 
dy, 
is oh” i ek es +s 
" iF 4 "dhs r ri rir *2aresry ee ah i "a v. rhe 
a u 
ae Wwe SS » 
te eng 2 a - = be h 5 
2 foe Sb ot eee eee = 
. + F ) 
« $8 es : - 
es. * es Mee 
i y +P CCT TTS re A Se i debe i fee os OY ea 
— c4 
ah.) Me? © 
iiss ee te oe —— 4 " 
: sim Ye Pe aay tr eet re - 5 
4 \iF Ade Se ee RS — 
+m + Ave rT} : G + Se y = here Bre Ley ms re 
Jes ~ as 
° 
" ‘ g 
"% GS. td MRR SZY 1+, nr : 
- a * (Vink “SEs 2e | = ul Cake Se pint Be 52 
ah dead cis Ht oe Mes a et : ae ae ere 
5 av Aw 
cues * riers 
4] i s get" oe Fae ah ‘ea oh Fy ¥i2 a 7 (sn 4 
' ae 4 io “EL ar PE eee ae 
: 2 f G F f a — fj +-- 
: “ os 4 te : a as 
coe ites gut eer. done ees ee oe 
wee EARL? 
‘ 
5 
. 
ty BAU ih Fi ‘ b ‘ 4 : rn > i 
< as, pe & > s gad 
1 , mre Fee Hea Poet a 
: ras Ly soll coats 
‘ 
» 
Me 1 Tacekan ag ee at : : me «any a rk iy : 
ners, ° a he) ate ° a a . ie ah Soe a , 
. _ Py si mio) tM, 
tia wey ot ALO 
23 J z ° r 
eas 4 ee She a : ak BN iv v4) T - 
i » £ i rae j iy ow ne & be 
6 , nu? ; ‘ - ° os 5 
Py i ih 
i] 4 ' 
‘ i , _ a ’ 3 
si : ea ave 2665 Visi * 
yA oe ’ ~ * ‘ , re 
. 
" 
eee : 7 +i ak ey 
eer ta 
kee in 2 
iP See Ne eal ieee : Nee f 
sf is * vs 
: 1 dbs 
See a: $ bf 
Tenet 


B-154 


-154- Mr. Bose 


Q- It would be possible for you to change your 
mark-up and charge a price which was a little lower than 
the prevailing price or even a little higher? A. If we 
decided on a new policy and dia away with the revolving 
policy and reduced the mark-up so that we could carry on, 
it would be tough on the commercial institutions. 

Q- I am not asking about that at the moment. 

A. Well, that is what it amounts to. 

Q- Would it be possible for you to fulfil the 
Purposes of your association and at the Same time adopt 
that policy of reducing the mark-up? A. Yes; it could 
be done. 

Q. And if the Dominion government were to insist 
that the Payments you received —- what you consider to be 
Surplus, these excess payments -- if the Dominion govern- 
ment were to insist that these were Subject to taxation, 
you could in practice achieve the main Purposes of your asg- 
OCiation and still charge lower prices so as not to be 
Subject to that taxation? A. We could Charge lower prices 
and disorganize the whole commercial feed business and pay 
very little income tax, 

Q- And you don't want to do that? A. We don't 
want to do that. 

BY MR. TUPPER: 

Q» I think you will agree that the egg supplies 
a large Parc of the farmer's income in the Fraser Valley? 
4s Speaking for myself, milk is my largest income, potatoes 
next, and S8gs number three, 

2 But eggs are important? 4&. Eges are import- 
ant in the whole organization. 


2° Do you buy eggs from your members? the NO 
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Q. Why? 4. They haven't asked us to go into 
the egg business. 

Q. I put that question for this reason: The feed 
companies have for the last few years bought a consider- 
able amount of eggs from farmers in the Fraser Valley. 
Later I will make this point -- that your cooperatives 
deal in articles which cen be marketed without risk safely, 
and bought without much difficulty, and that you are leav- 
ing to private trading companies business of a speculative 
nature in eggs, which vary in price, You are leaving to 
them the kind of business which requires big plant. to 
carry on. Have you anything to say in answer to that? 

&. At the present time there is no speculation in eggs. 

Q. That is your opinion? A. Yes; correct. 

2. You disagree that there is need of substantial 
investment before you can handle eges efficiently? 

a You need money for everything. If we had to go into 
eC8gs we would have to get hold of capital, 

Men OU -COsiot. think At. tera speculative business? 
A. Not at the present time; not since the government 
buys the surplus. 

Q- You can get rid of them Casily enough, but is 
not the price still speculative? AsgNos 

Q- My instructions are to une contrary. 7 A... / is 
long as we have more eggs than the local market requires 
we can supply the local market and the surplus of eggs 
at one price to the Dominion government . 

Q- It is all going to the Unitea Kingdom now at a 
price fixed from time to time? A. There is a little 
variation but you don't Cem Levon, Lb at ends, 
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Q- Just one more question. This igs the constit- 
ution and by-laws of the association? Ae Yes. 

Q The object clause is section 3. ‘The objects 
for which the association is formed are to carry on the 
business of Storekeeper in all its branches and in part- 
moular. ho buy, sell, manufacture and deal in various 
commodities and articles enumerated? A. Yos., 

Q- You are a cooperative? ie, Yess 

Q- And you abide by your rules? A. Yes. 

BY MR. ARNASON: 

4. One or two short questions. When you refer to 
the advantages which accrue to your community as a result 
of the operations of the association Over a period of years, 
would you say that the two main advantages had been, bulpo ns 
that it had facilitated the securing of necessary supplies 
by your members, and Second, that the other economic den- 
efits arising from the distribution of Overcharges, that 
is after costs, were cefinitely ascertained? &. Yes, 
sure, 

Q- You agree with that? A, Yes, 

2- Coming back to the question in which consider- 
able interest has been displayed this morning, that is, 
the difference between a cooperative and a Joint stock com- 
bany: would you say that one difference, Possibly the 
most fundamental difference, was that in a cooperative 
any surpluses accruing are distributed among the members 
in Proportion to the use they make of the organization 
rather than in Proportion to investment? fw Yos,  F+ sie) 
On the basis of patronage. 

Oe i Just wanted to establish that point. 


te «That is correct. 
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THE CHAIRMAN: It is ten minutes before the time 
for adjournment. I think we might rise now, and in the 
meantime Counsel might get together and try to map out 


the procedure for the next day or two. 


The Commission rose at 12.20 p. m., to resume 


at 2 o'clock. 


CUS #) 0 40710 8) 6 & 6) 6 6 


The Commision resumed at 2p. m. 

MR. PARKER: During the recess TI have consulted 
with Counsel and, subject to your approval, I suggest 
that instead of having Mr. Francis continue with his 
String of associations it Might be better to get a cross- 
section of the whole Picture. If it soneisdered advis- 
able to deviate from that course, I Suggest that we take 
up the Fraser Valley brief, which is entirely a producer 
cooperative, following which Senator Farris could make a 
presentation from the other side, 

THE CHAIRMAN: ‘That is a very fair way of dealing 
with the matter, If Counsel and others concerned are 


willing, we could perhaps open the sessions tomorrow at 


mime O'clock -- we have a good deal of business to get 


through -- ona continue until a late hour. We shall know 
then how many cases are left. Will that be agreeable? 

MR. FRANCIS: [It is agreeable to my group. 

MR. PARKER: [In reference to Counsel making oral 
arguments at the conclusion of the hearing, inasmuch as 
it is obvious that we are cramped for time, I have suge- 
ested that, ir Opportunity offers, Counsel will be allowed 
to address the Commission by summing up arguments p feiline 


Which I have Suggested that the Commission accord them an 
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Opportunity of filing written arguments. 

THE CHAIRMAN: What, in Quebec, we would call a 
factun. 

MR. PARKER: Yes. Those gentlemen to whom I 
have had an Opportunity of speaking about the matter 
think that is satisfactory. Those who have any object- 
ion might Spear now. 

THE CHAIRMAN: I an afraid we are mor or less 
driven to that course; that if Counsel propose to extend 
their arguments orally we shall be here much Monee y than 
we contemplate. 

MR. FRANCIS: [I presume, if arguments are filed 
with the Commission, copies will be available to all 
Counsel? 

THE CHAIRMAN: Undoubtedly. Shall we proceed with 
the Fraser Valley. 

W. L. MACKEN 

President, 

Fraser Valley Milk 

Producers 4£8sociation, 

having been duly sworn 

testified as follows: 
BY MR. PARKER: 

Q- Before you proceed to read your brief, Mr. 
Macken, will you be good enough to answer a few general 
questions. You are appearing in what capacity on behalf 
of the Fraser Valley association? A. As president. 

Q. How long have you been president? 

i. Ten years. 

Q- Prior to that were you associated with the 
company? a. Since 1923 as a director. 

Q- And prior to that were you interested BR Cs GhereNs 


Cooperative movement? 4. That was the beginning, 
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4. You have spent the time since in this movement 
in various capacities? ue JOndy an ote Capacity as dir- 
eetor from 1923 bo 1934 and then in the capacity of pres- 
ident. , 

Q- You have other interests? <A. Teas . 

Q- It is not a full-time job? 4. My presidency 
at the moment is, yes. 

THE CHAIRMAN: I do not want to restrict you in 
any way, but are there any points in the bricf which you 
might safely omit? 

THE WITNESS; I would like to omit the reading of 
oa 0F 365 Mr. Chairman, if that would meet the pleasure 
or the Commission. The brief has been prepared with the 
thought that you wanted a factual statement. I have con- 
fined myself to facts which are capable of proor by the 
Bee oP as. I have not indulged in argument or theory or 
ideology. Had I known I would have to read the brief I 
would have been less ambitious in its preparation. 

THE CHAIRMAN: If there are points that are pure- 
ly formal perhaps you could omit then. 

MR. PARKER: I understand that Senator Farris ig 
Tepresenting interests which are, I will not say opposed 
to this, but on the Other side of the question. it Mr. 
Macken had an extra copy of his brief to ie him, 1% 
would furnish all the information required, and certain 
Paragraphs could be omitted, 

THE WITNESS: I am sorry I have not another copy, 
but I will read anything that may be of interest to 
Senator Farris, 

THE CHAIRMAN: Perhaps you could summarize the 


paragraphs, 
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THE WITNESS: (Re ading) 


"Fraser Valley Milk Producers! Association 


PWRED => ls. 

“This Association is composed of dairy Fee 
residing in thar part of the province of British Columbia 
known as the Tower Fraser Valley. This Valley extends in- 
land from the west coast of the Lower Mainland of British 
Columbia a distanse of approximately one hundred miles. 

It is bounded on the west by the Gulf of Georgia; on the 
south by the State of Washington, U.S.A.; on the east and 
north by mountains of the Coast Range. The Fraser River 
flows lengthwise down the Valley. The Canadian Pacific 
Railway is located on the north side of the Tiver.. tne 
Canadian National Railway on the south Side and the British 
Columbia Electric Railway cannects the city of Chilliwack 

in the upper part of the Valley with the coast cities of 

New Westminister and Vancouver. The Trans-Canada highway 
Passes through the Valley from the coast. 

"The Lower Fraser Valley is the milk-shed of ae 
coast cities of New Westminister and Greater Vancouver. 

Prom it considerable milk is also shipped by the Association 


to the cities of Victoria and Nanaimo on Vancouver Island. 


"Charter. 


"Granted June Ton, Ors. by province of British 
Columbia by authority of Agricultural Associations Act 
1911, Pert IIr. This Act was later repealed and replaced 
by the present Co-operative Associations Act, being 
Chapter 53, R. sg, 1924, c.48, s.1., under which the Assoc- 
iation is now governed. 


SCHEDULE "at 


MEMORANDUM OF ASSOCIATION 
SCHEDULE "Bt 
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BY-LAWS OF ASSOCIATION. 
SCHEDULE "c" 


"Reason For. 

"Prior to the creation of the Association, fac- 
ilities for marketing milk produced in the Lower Fraser 
Valley, either in fluid or manufactured form, were very 
Meagre and quite inadequate to the need. Dairy farmers 
living close to the urban areas of New Westminister and 
Vancouver depended upon a few milk dealers in these centres 
to take such of their milk as these dealers had a market 
for, or 'peddled" it themselves. During the spring and 
summer months these farmers would have a small surplus 
to the fluid marketts requirements which they would have 
to dispose of as well as they could, often wasting it. 

But during the winter months their production was less 
than the fluid market required and consumers either went 
short or had to be satisfied with milk reconstituted fram 
manufactured dairy products and city water. Dairy farmers 
in the more remote Sections of the Valley, lacking access 
to the markets of the coast cities, depended upon their 
individual efforts and the odd small creamery to get their 

milk converted into cash or kind. 

"The general result of this rather nondesoript 
marketing system was most discouraging to the dairy farming 
industry. The Lower Fraser Valley, however, is particularly 
Suited to dairy farming, and despite the handicap imposed 
by this marketing system the production of Mitkas the 
area Steadily increased. 

"In the year 1910 the British Columbia Electric 
Railway Co. Lta. completed its interurban line to 
Chilliwack. For years prior to this event dairy farmers 


in the Chilliwack Valley had seen marketing their milk 
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in the form of butter. Fluid market values were much 
higher than butter values, hence, as soon as daily tran- 
sportation was established the Chilliwack area commenced 
Shipping milk fo ee coast cities. The Supply for the 
fluid market soon exceeded the demand the year round ana 
city dealers, taking advantage of this Situation, played 
dairy farmers in the upper part of the milk-shed against 
dairy farmers in the lower sections with resultant lower 
prices to both, 

"It soon became apparent to leading dairy farmers 
in different parts of the Valley that this producer com- 
petition would ruin the industry and conferences were 
held to devise ways and means of correcting the condition. 
These conferences resulted in the decision to form a 
producers! cooperative Marketing organization that would 
be capable of handling all the milk produced in the Vailey, 
that would Supply the fluid market with its milk require- 
ments at a price fair to producers and in keeping with 
what consumers were able to pay, and would manufacture 


Such of the area's production as could not be absorbed by 


_ the fluid market into readily marketable dairy products. 


Thus was formed the FRASER VALLEY MILK PRODUCERS' Assoc- 
TATION. The decision of the founders was expressed in 
the following extract from the Memorandum of Association: 
"BE IT THEREFORE RESOLVED that we form an 
ASsociation with Sufficient capital to sell our 
milk and cream through our own institution for 
Mutual advantage and not for profit end hereby 
adopt the following articles of incorporation. 


"Date of Commencement 
—vommencement. 


"Due to difficulties in getting dairy farmers to 


Howat etew ceritev re oe erent, ats 
eqaer Ylioh 40 foe ap -RODEr pub 
\ hesbalsttina a oy woewelYdO saa. benets datge sai nohtag 
| tats ¢h000 6 Oh $0 tie auigotite: 


Bg bagi 4% any hoonesoot? cobacuxn made godteout bie ty 


2 


pegense* haan ore 


Rayetg, .mpiiout ls afds tA ontteg Pa pa ig doles reaetoa vite 
Pe AIRE, Sednetitn em 1 rie ante age ‘pil wt prigditet ‘vot 
Pawo s sanviness AEM cnoltpod’ 2ewoe ete at aceurte’t ertab 


t tod 2 a? Beplts 


co 


Bengee th gap, arts paed.. OF &. joes ae | a neq mock: oie ans 


, eattelr och A Ter sg % sexe’ ih ae 


a wre te Los bs | ae 
= 10%. <e ee ee Laat Gq ax Gg wos 4 tie es © On eet 


Sc ste Gt a 
ep Woe 2 veoenubr! ate chins SEOW gorvtve B 


Sie Coles 


¥ x : " 


tag tins ny tel ai * Bone nYyS we SBiVeR ov hlex 


: 
rf 
iE ' ; : 7 ee Para, Gl i 
go. fae) Gt 69.85 batt. o: lage: BBORRTE nibh Geos 
7 . ' 4s 
«kv: eat aaa aay hee - ‘ 
Bfaow Maid Qe e558 ype ate wakes se Rapa oo. ane cubed 
, ne Maia An) gt 
q ‘ < a cae, | aes cane = et Bee + © 
Obes. Sea Ps ho pbpgng te oe enw te: yeti bapa a0 6% fied? 9 va 
ae ae ; 


-2 1 ot td ry are Ms Ae! 7 : bi hj aoe 
kot mie: 
- ~ “yi . PS ed Te a et he a a! >: as 1 
Dea: Re Ate Ee i eee asa 2% a Sieve ee ae Gq ae 
it bi 4 
7 rh eS cepa. ae ap ons i 
airosreies 2 1ew 7 UT “Ss irs weer mi BH0% a 


; 5 ae 2 
‘ rn 
; ‘ i 
ay oe » J ty | a acy tt a f ’ 
ee iis s&h Etat a) as ABD: hed Ovni Jw ed ! hs oe eka 
: eS = rag i 
bad ¥ * :f % 4 ne avy x we . “) ai re ™ 
w Oe. Bee) bi Ce ee ek heel Re Se aie Bf Foy rgd " Vise 
. “ 
> “ ey «, bet s ie 6 2 os it: 7 " 
At pPeePusiey Ga: ec DRUO Lee: ovae tat sub. et MOTT 
.. yy a5 - 7 
, # ae 
} ’ : . ; the epee Se ie 
roi? ,fPOs % +) curt se 2 2 io io tT: oo re <3 isi bE 104 
re + =?! . 
‘ ~ G hip ¥ v f Sarony ss 1. ype f 
Ad S25 oe ayy \ Ges ee Le eh ae ‘ 
op r m a 7 . wie 4 i oa ee, te - * 
wG.fiLee. Of Teo .deo, 20 In) ve Bas pods Loon ts 
ea 4 cre ed ¢ : 
- & . j ; 
- +. ma _ 7 ; : : . ina . 7 Sipe - “et a “o i 
Ae DG Ls hs See . Bee WO” DR ota nets OS £44" 
es ‘ on e F 
: ls 
: = oc Ae ee a wa ee: Poor ‘ 
TORN elke hy fi: Pose Peas ere Vor Lgewrete 
* ee peta a > 4 . " - ”* 
based ei ment a Pee warnheet Eas ng +5 RS 
PAR diy Misr xp ne i a 4 3 Sai vis ieee Veo’ é va 
. ~< 
r ‘nai REAL ALY) i o 
; He 1 <1 a ai > oe —— eel <i 
Ae ews. Cte, Phe RO ao fiat Fs rib ot oot 
A 
7 fh 
F 
jae Le ae ‘ i; 
2 
‘ Bet! ‘ 
A * paleo. 
. 
5 v 


be 


B-163 


leo | Mr. Macken 


put up the necesssry capital with which to get started. 
active business wns not commenced until the Yoar 1917. 
"Purpose of Association. | 

"The sole Purpose of the Association is to ob- 
tain for its members the maximum returns out of availab- 
le markets for the milk consigned by them to it. 

"Scope of Operations. 

"To this end the Association owns and Operates:- 

(aj > utility plant at Sardis in the Chilliwack 
district, equipped to manufacture butter, ice cream, 
cheddar cheese, cottage cheese, milk powder (whole ana 
skim), casein ana Semi-solids. A quantity of milk for 
local fluid trade is also pasteurized and bottled at this 
plant. During the flush production period of 1944 this 
Plant received and dealt with ag high as 350,00 lbs. of 
milk daily. 

| (bo) A milk Cvaporating plant at Abbotsford 
(situated about 40 miies from Vancouver) equipped to man- 
ufacture 180,000 lbs. of raw milk into 1,800 cases of 
Cenadian standard evaporated milk daily. 

(o) a plant in Vancouver in which the Association 
pasteurizes ana bottles over 150,000 Tes of milk daily 
Which it distributes to homes, stores, hotels, cafes 
and other consumers of milk, cream and dairy products. 
by its own trucks and horse-drawn vehicles. One hundred 
and twenty retail routes and twenty wholesale routes are 
directed from this plant. Through this plant the Assoo- 
dation can also Supply 10¢,000 lbs. of raw milk in bulk 
daily to other milk distributors Operating in Vancouver 
and Victoria. 4A churning department in the Vencouver plant 


takes care of milk and cream that is brought into the 
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city but not disposed of on the fluid Market. From this 
plant is also directed the sale cf butter and other prod- 
ucts manufactured in the country plants, The Association's 
head office is located here. 

(ONPPAoOmpination 466 Arean and ice manufacturing 
plant is also located in Vancouver where ice cream is man- 
ufactured out of Association products and ice for its 
requirements is made. 

‘Membership. 
"Rule Two of the Association reads in part: 
"Any person over the age of sixteen years 

may be admitted to membership, providing that 

he is a resident of the Fraser Valley, west of 

Yale, a producer of milk, and a subscriber for 

at least ten shares of the Capital stock and 

executes an agreement in the form referred te 


in paragraph 2A hereof,! 


"Membership Contract. 
SCHEDULE ‘pi 


“Membership Control.” 

"Every member in good standing under the Rules of 
the Association and the Co-operative Associations AOD) ie 
entitled to one vote at annual or special general meetings 
tegardless of amount of stock held. 

"The Association is directed by a Board of seven 
Directors all of whom are active shippers of milk. Four 
vacancies occur on the Board each year. Voting for 
directors ig by ballot and polling places are get up through- 
Out the Fraser Valley to enable all members to cast their 
vote. Each member must vote for four nominees. The three 


Candidates receiving the most votes are elected for a two- 
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year term with the next in order elected for one year. 
This makes possible a change of Board control every year 
should the members desire. 

"Membership Meetings. 

"Members meet in annual general meeting early each 
year. The mating is a two-day affair. At this meeting 
the Board presents a full report of the Association's bus- 
iness for the past year, a statement showing gross sales 
and total costs, and a balance sheet. The correctness 
of the financial statements is vouched for by auditors 
appointed by the members. [In reporting on the year's op- 
erations the directors use large charts showing details of 
Sales and costs through the various departments. 

"Within the Association there are twenty-two local 
membership groups and meetings of these locals are held 
throughout the year. Local meetings are attended by dizr- 
ectors who thus keep the membership informed of current 
activities. The Association also publishes a monthly 
magazine devoted to the dissemination of information re- 
garding its business and matters of interest to dairy 
farmers. 

"Membership Growth. 

"The Association commenced active marketing oper- 
ations February 16th, 1917, and at the end of that year had 
848 members. At the end of 1944, the membership was 5,379. 
The Association has no non-member shippers. 

"Management. 

"The President of the Association, who is a member 
of the Board, devotes full time to the Association's affairs 
and is assisted by a General Manager and executive staff 


experienced in business administration, milk plant operations 
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"Capital Structure, 
"At this date the Association has & paid-up Capital 
Of $929,463.00 ana a first mortgage bona issue of $500,000. 
(70 per cent of thig issue ig in the hands of members, ) 
"When application was made for a Charter the cap- 
ital was fixed at $250,000.00 divided into $10.00 Shares, 
Members were asked to Subscribe on a Per cwt. basis of 
milk Shipped. Upon application a member would Pay 5 per 
cent of the amount subscribed for in cash and give a note 
1Or the balance. This note was Supported by an order to 
deduct 5 ber cent of the amount of the application from 
each month's Milk account until the note Was paid. Upc 
Payment cf the Subscription in full members were given a 
Certificate Showing the amount of stock held, 
"As the business grew more capital was required 
and in March, 1919, the authorized Capital was increased to 


$1,000,000. In February, 1933, this wag Changed to an un- 


Ship was that if a member ceased active dairy farming he 
Could call for the redemption of his stock. As time wore 


On, it became apparent the Carly memberg would be retir-— 
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"It was therefore decided to cal? in the entire 
outstanding capital ana for each member's holding issue 
ten certificates maturing in from one to ten years, 

"This plan contemplated the redemption of the 
entire capital and the issue of new ten-year period cap- 
ital over a ten “year term. “The underlying motive was 
to keep the Capital ag proportionately as possible in 
the hands of dairy farmers Served by the Association. 

"Funds with which to redeem the 10 per cent 

block of certificates Maturing each year are set up by 
making monthly deductions from shippers! milk credits. 
At the end of the year certificates redeemable ten years 
later are issued to these Shippers for the deductions so 
made. The amount of paid-up capital has not been affect- 
ed but each member's holding has. 

"New members are being taken into the Association 
every month. They are required to subscribe for ten shares 
of stock ($10.00) ana may Pay cash in full or have deduct- 
ions made from their milk accounts. 

"Bonds of the Association are retired in the same 
Manner and stock issued for bond redemption deductions. 
"Borrowed Capital. 

"Prom the foregoing it will be seen that the 
Capital of the Association is really borrowed money with 
& definite Maturity date. Under this plan non-shipping 
members are Currently retired and the Capital held by them 
transferred to Shipper members in proportion to the service 
rendered by the Association. 

"Interest on Stock, 
"The Rules of the Association provide for the 


Payment of interest at the rate of 6 per cent. 
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"Method of Operation, 


"Milk is hauled fron members' farms by trucks 
Owned by operators who contract with the Association to 
haul its members' milk at definite rates on routes laid 
out by the Association. Hauling contracts are revised 
every two years. Routes are carefully planned to avoid 
duplication and to permit of the utmost flexi priate 
dispatch and economy in moving milk from producers! 
farms to plants and markets to meet changing demands 
and procure best returns. 

"When milk reaches the Association's plants it 
is checked Lor ort flavours, weighed and samples for 
testing, Butterfat tests are made every two weeks from 


composite samples taken daily. There is ao incentive 
a HO ineentive 


to short-weight or undertest any members' milk. No one 
could possibly profit from such practice. Hach member's 


milk is also tested regularly for bacterial content or 


Other impurity. The Association's grading system is 
much more rigid than is required by Provincial Statute. 
It was established ana is supported with complete memb- 
ership approval. Until the Association inaugurated its 
grading system several years ago, very little grading of 
milk was done either for the fluid or manufactured 
markets. Members are informed twice each month of their 
tests and 5rades, and with their monthly Statements 

they receive a memo of the weights of their daily ship- 
ments. The Association employs a university-trained 
Staff of technical men co do ite laboratory work. These 
men render personal assistance to members who from time 
to time may meet with grade or production troubles. 
"Fluid Market. ’ 


"This market being the most remunerative, the 
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Association endeavours to sell as much of each days's 
Shipments on it as possible. This is: accomplished 
through its own fluid milk Operation and by bulk sales 
to other milk dealers. All prices are fixed by order 
of the Wartime Prices and Trade Board. 

"Po facilitate the distribution of milk ny “1¢ts 
own fluid department the Association maintains branch 
depots in North Vancouver, New Westminister and at 
other points in Greater Vancouver. Bottled milk is del- 
ivered to these depots by large trucks and is then taken 
to its final destination by trucks and horse-drawn 


vehicles stationed at these points. The entire metrop- 


Olitan area of Greater Vancouver and New Westminister 
is served by the Association. 

"Bulk raw milk is Supplied by the Association 
to two classes of city distributors. A few small vol- 
ume distributors buy their entire Supply from the 


Association the year round. These distributors receive 


“no milk from individual dairy farmers at all. By far 


the greater number of the city distributors, however, 
purchase only what is known as "accomodation milk", 
Distributors in this group receive their main supply 
from dairy fanmoers residing in the milk-shed known as 
"independents ‘, and who are not members of the Associa- 
tion. Gencrally speaking, these farmers Supply their 
distributors with just about what they require during 
Summer months. During the months of low production 
they are not able to provide the distributors with their 
full requirements, hence the distributors draw from the 
Association. The demand made upon the Association for 


"accommodation milk’ fluctuates considerably from day to 
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day. For instance during the week of December 18th to 
28th, 1944, this demand ranged from a low of 3,300 lbs. 
to a high of 48,900. This varying demand is taken care 
of by the Association diverting milk to the City from 
its Sardis Utility Plant or its Abbotsford Evaporating 
Plant. Full and friendly cooperation exists between 
the Association and other milk distributors operating 
in the fluid markets of Vancouver and Victoria. The 
price paid the Association by both classes of distrib- 
utor is fixed by the Wartime Prices and Trade Board. 
"Evaporated Milk Market. 

"This market being next in line from the stand-~ 
point of value, the Association endeavours to place on 
1% a8 much milk as possible. It also Supplies raw milk 
to the Borden Milk Company for that company’s evaporat- 
ing plant located in the Chilliwack district, which 
plant ordinarily operates nine or ten months in the 
year. The price paid by the Borden Company is based 
upon butter and skim milk product values. 

“Butter, Powder, Ice Cream, Etc. 

"The remainder of each day's milk receipts is 
manufactured into butter, powdered milk, casein, ice 
cream, cottage cheese, and other marketable dairy products. 
"Method of Settlement with Members. 

"£11 milk received by the Association is con- 
Signed. it is not known, either by the member om the 
Association, what the return to the shipper for the 
milk will be. As the milk comes in it is dealt with as 
previously described and sales from all departments less 
Manufacturing and selling costs are pocled in a common 


fund. 
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"At the end of each month the Directors are 
presented with a statement of the previous month's net 
Sales of all products together with an estimate or *fore- 
cast’ of what the current month's net sales will be. 

With this data before it the Board estimates what shall 

be the month's ‘settling rate'. ‘This is made up of a 
price per pound butter-fat plus a price per cwt. of skim 
milk. This ‘settling rate’ is only an estimated figure 
but when it has been decided upon by the Board the month's 
milk shipments are credited at it and members paid accor- 
dingly. Members receive two cheques each month, one an 
estimated advance, the other to balance. the month's credit 
at the "settling rate" nemea. What the actual result 

for the month based on this rate will be, will not be 
known until about the twentieth of the month following. 

If an overpayment has been made, it will have to be re- 
covered in subsequent months. If an underpayment, the 
balance will be merged with the succeeding month's net 
Sales. 

"The return received by members of the Association 
is known as a "pooled settling rate.’ It is made up of 
all net sales from the various channels through which the 
milk has been marketed. Due to the fact that very much 
more than half of the Association's total daily milk 
Teceipts have to be disposed of at manufactured products 
prices which are considerably below fluid market values 
this "pooled settling rate’ is always lower than returns 
Teceived by tindependent' farmers practially the whole 
of whose milk is bought for sale on the fluid market. 

This discrepancy in return has been the causé of much 


annoyance to members of the 48sociation throughout the 
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years, Various plans have been tried to remove this 
inequality, but no plan has continued to function long. 
. "During the year 1944 aSSociation members rec- 
eived an average pooled return of $2.47 per 100 lbs. of 
milk testing 4 per cent. The price reoeived by dairy 
farmers who are not Members of the ASsociation, whose 
milk is sold on the fluid market exclusively, was $2.70 
Per 100 lbs. Neither of these figures include Dominion 
Government producer Subsidies. If subsidies were inc- 
luded the difference in favour of "independent" dairy 
farmers would be even ereater. 

"The price which a dairy farmer receives for his 
milk is a potent factor in deciding his choice of 4 
marketing outlet. The higher the price the greater the 
influence. In days gone by members of the Association 
have cancelled their membership or violated their cont- 
Tact in order to avail themselves of the opportunity 
presented to get a few cents more for their milk by 
selling it to some city milk distributor instead of hav- 
ing it marketed by the organization. The advantage 
enjoyed by "independent! dairy farmers is a very defin- 
ite guarantee that in the field or producer supply the 
Association is not a competitor to be feared by private 
milk distributors insofar as the price factor is concerned, 
“Surplus. 

"At the year end there is usually a small balance 
undistributed. This is carried over into the following 
year and distributed with the succeeding months’ net 
Sales. Due to the presence of inventories it is pract- 
ically impossible to balance each month or year. There 
have been instances when the year end showed an over- 


Payment. This had to be recovered out of Subsequent sales, 
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"The endeavor is to return to members currently 
each month by month the net sales for milk Shipped in 
that month. Each month is charged with all direct costs 
incurred in the month and its proportion of indirect ad- 
Ministrative costs such as interest on shares and bonds, 
depreciation, property taxes, insurance, etc. 

"Year-end balenees for five years, 1939-1943, 


were as follows:- 


1939 Surplus 617 .46 
1940 ci 1,087.34 
1941 " 9,893.54 
1942 " 3,676.70 
1943 Deficit 16,144.34 
(overpayment) 


"Outside Purchases, 

"To enable the aSsociation to retain its cust- 
omers for butter and Other manufactured products during 
the months of lower milk production it is Occasionally 
Recessary to buy certain quantities (chiefly butter) of 
Such products. Profits on the sale of these products are 
very Meagre and are merged with net sales of members! 
milk Monthly. The volume of outside buying does not 
Sxceed 12 per cent of the value of members! mi ik. 

"Some accomplishments. | 

"From the very start of its marketing career 
the ASSOciation brought benefits to dairy farmers, members 
and non-members alike. It stabilized fluid market values 
and by the Operation of its own milk distributing depart- 
ment proved that the ' spread ' enjoyed by city distributors 
Prior to the Association's creation was greater than 


was Justified. 
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"Tt also disposed of milk produced in the milk- 
shed that could not be absorbed by the fluid market, in 
an efficient manner. Prior to the funetioning of the 
Association and in its early years vast quantities of 
Skim milk were annually wasted in areas where the milk 
had to be separated and the cream churned into butter. 

In the year 1924, at a cost of $60,000, the Assogiation 
installed the first milk powder iene in the Canadian 

West to convert this skim milk into powder. It recovered 
the initial cost of the plant in one year and the "pooled' 
settling rate has been benefitted ever since by the op- 
eration of this unit. 

"By organizing its members milk routes and letting 
milk hauling contracts by tender, the cost of hauling has 
been greatly reduced, and is kept upon a competitive 
basis. 

"Members of the Association initiated the move 
to have the Fraser Valley made a T. B. Free Restricted 
Area, thus conferring upon the consumers of milk a great 
boon. 

"Through its monthly magazine the Association 
disseminates information regarding proven methods of 
improving milk production. This information deals with 
feeding and treating of dairy cattle and care of diseases 
common to milk producing stock. An outstanding example 
of the co-operative work of members of the Association 
has been the campaign to eradicate the Warble Fly nuisance. 
The results of this campaign to date have been most 
beneficial to the industry. 

"The assurance given ¥7 the operation of the Assoc- 


lation to dairy farmers already located in the Valley ana 
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incoming settlers, that a reliable Steady market exist- 
ed for their milk year in ana year out was a great inc- 
entive to increased production, From the year 1917 
until the end of 1944 the Association marketed for its 
members 5,112,274,250 lbs. of milk. Gross sales value 
of this was $95,663,810.09. Net return to members was 
$66,894,192.00, an average of 53.7 cents per lb. butter- 
fat. On a comparable basis (all values pooled) it is 
not believed this return has been equalled anywhere in 
Canada. 

"The care with which the Association has conduct- 
ed its business is indicated by the fact that its bad debt 
loss in its whole twenty-five years actual selling has 
been less than 10 cents per $100.00 of sales. 

“A feature of the Association's service worthy 
of mention is the manner in which it cared for and fosi- 
ered the welfare of soldier Settlers following the close 
of World War I, Many of these men undertook dairy farm- 
ing with a very Meagre knowledge of the problems involved. 
Several hundred of these Settlers settled in the Fraser 
Valley and the great majority of them became members of 
the Association. Special attention wag given these 
settlers by the Association. Advice and instructions in 
how to carry on were freely given by Association experts 
in farming and milk production methods. Important fin- 
ancial assistance was also given by the acceptance and 
honouring of orders for payments to the Soldier Settlement 
Board on land purchases. On many occasions the influence 
of the Association saved these settlers from foreclosure 
Proceedings. It has been a fixed polloyeor the Association 
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equal treatment with members Shipping large quantities. 
The Association has. been criticized for this policy, 
but time has demonstrated that hundreds of men whoo st- 
art in a small way in due course become substantial 
shippers. 

"The Association today Owns and operates all 
proven methods of Marketing milk, either in fluid or 
manufactured form. Its fluia Market plant is one of the 
most modern in Canada, and in point of daily gallonage 
ranks with the largest. Its Manufacturing plants have 
been continually expanded ana improved and full advantage 
has been taken of modern developments in the industry to 
the end that the "pooled" Settling rate might include as 
much as possible of available market values. 

"The Association has consistently followed the 
DoLicy of discouraging the boosting of fluid market 
values beyond a reasonable figure in keeping with consum- 
er's ability to pay. The Association has taken the 
position that too high fluid milk prices discourage the 
maximum consumption. This policy has not always been 
popular with independent dairy farmers, but the Assoociat- 
ion believes that it has been in the interest of the 
entire industry. 

"The Association has consistently followed the 
policy of working with and through established trade 
Channels. [It employes all branches of the distributive 
trade. 

"Finally it may be stated with emphasis that the 
Association has fully lived up to the policy enunciated 


by its founders ‘to Sell our milk and cream through our 
eS -_-_ 


Qwn institutions for mutual advantage and not for Prcrit. 
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"Members have consistentlv and currently rec- 
eived the net proceeds of the sales of their Tce Ao 
accordance with the terms of their contract. No hidden 
Teserves exist and no member's Share-holding has been 
built up by the distribution of patronage dividends. 
Paid-up capital has been created by members out of 
cash due them for milk shipped. 

"Interest has been paid on members’ sharehold- 
ings because the equivalent of these Shareholdings have 
often been interest bearing liabilities of members in 
connection with their dairy farming operations. 

"Plans for the Future. : 

"During the year just ended the Association was 
Called on to handle nearly twenty-five million pounds 
more milk than in the previous year. This taxed the 
various plant capacities severely. Provision will have 
to be made to take care of future increases in produc- 
tion which seem certain and the Association is now 
making plans to this end. Expansions are being planned 
to the Utility Plant at Sardis and the Main Plant in 
Vancouver. Certain phases of the plans must be completed 
in time to handle the flush production of 1945, 

"Income Tax Experience. 

"On December 6th, 1924, the Department of Customs 
and Excise assessed the Assotiation $3,160.56 in respect 
of the sum of $32,100.55 alleged net income for the 1923 
taxation period. This sum was made up of interest paid 
On redeemable capital plus a small undistributed balance 
of net sales. 

"The Association appealed against the assessment. 
Counsel for the Association attended at Ottawa and expl- 


ained the facts to the then Commissioner of Income Tax 
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and the Departmental Solicitor, both of whom were appar- 
ently satisfied that the tax should not be imposed as 
nothing further was done. 

"On January 18, 1928, the assessment was affir- 
med, and interest at 10 per cent per annum added. 

"On July 16, 1928, the Association received 


further assessment notices as follows:- 


YEAR As INTEREST TOTAL 
1924 4,332.99 1,116.83 5,449.82 
1925 3,788.73 749.23 4,537.96 
1926 3/420 401 ATL aN 3,891.12 
1927 4,378.18 340.41 4,718.59 
1928 5,430.59 96.39 5,526.98 
21,350.50 2,773.97 24,124.47 


"The Association appealed the 1923 assessment to 
the Exchequer Court and the Supreme Court of Canada with- 
Out success. (See Fraser Valley Milk Producers' Assoc- 
iation vs. Minister of National Revenue, 1928, Ex.c.R. 
Pay 1929" S.C.R. 435.) 

"In May, L9e0 speciar tepresentations were made 
to the Prime Minister on behalf of the Association and 
in December 1929, a delegation composed of represent- 
atives of the Association and other cooperative concerns 
discussed the taxing of cooperatives with the Federal 
Cabinet. 

"No tax was paid by the Association in respect 
of any assessments. 

“Should Association Be Taxed? 


"As the statutes are now it seems quite clear the 


Association is not liable to taxation either under the 
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Income Tax Act or the Excess Profits Tax Act. But tt 
may be contended.the Association should be eee in man- 
ner similar to privately owned milk marketing businesses, 
and that the statutes shoulda be amended to make taxing 
possible. In Support of this contention it May bu arg- 
ued that in its career the Association has absorbed 
privately owned tax Paying concerns and that with the 
integration of the business done by these concerns in 
the Association's Operations, taxes ceased to be paid, 
thereby causing loss of Tevenue to the state and Ziving 
an undue advantage to a competitor in a common market. 
Regarding this contention the following statement of 
fact is made. 

"It is true from the commencement of the Assoc- 
jation's active career until very recently the organiz- 
ation has from time to time acquired milk manufacturing 
and marketing Operations from private Owners, individual 
and corporate. Quite early in its history the Association 
purchased a number of milk distributing concerns Ooperat- 
aoe 1h Vancouver. It algo purchased from a4 private 
corporation a milk Cvaporating business which it has dev- 
eloped as a very important channel of sale for part of 
its Members' milk. The several milk distributing business- 
¢S purchases were consolidated into the Associationts 
fluid milk department and up until December Sl, 1930, 
this department Supplied at least 50 per cent OF all “the 
fluid milk sold in the cities of Greater Vancouver and 
New Westminister. Prior to December 51, 1930, the Assoc- 
lation was approached by most of the privately Owned milk 
distributing businesses in Vancouver with a proposal to 


merge its fluid milk department with their several 
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operations and form one metropolitan milk distributing 
concern that would coordinate ana unify the marketing 
of fluid milk. The Association agreed to do this ana 
on January 1, 1931, its fluid milk department and the 
businesses of the several Other operators were amalgam- 
ated in a private corporation known as Associated Dairies 
Limited. In allocating shares in this coneern on the 
basis of appraised asset values the Association was 
given 53 per cent of the company's stock. The balance 
of 47 per cent was held by individuals ana corporat- 
ions who had formerly operated the several privately 
Owned businesses merged. 

"At the end of December, 1943, the Association 
purchased the 47 per cent interest of these other share- 
holders and commencing January 1, 1944, operated the 
business previously carried on by Associated Dairies 
Limited as an integral part of the Association's general 
Marketing operations. For some years Associated Dairies 
Limited had made profits and paid taxes. Upon the 
departmentalizing of the business formerly carried on 
by it within the Association, what had been Profits of 
that Company became part of the net fluid sales of members! 
Milk. At the end of May, 1944, the Association took 
Over the business of Arctie Ice Cream and Dairy Co.Ltd., 
in which it also had a very substantial shareholding, 
and the profits formerly earned by this concern have 
become likewise merged in the net sales of that volume 
of members’ milk marketed in the form of ice crean. 

"In neither of these transactions was there any 
thought of avoiding the payment of federal taxes. ya! 


the case of the purchase of the 47 per cent holdings 
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of Associated Pairiss Limited the Association paid out 
in cash over half a Million dollars. In the purchase 
of the minority interest in the Arctic Ice Cream and 
Dairy Co. Ltd. it paia $55,000 c00 au these purchases 
were made in conformity with the Original plan of the 
Association as stated in the Memorandum of Association 
to the end that the Association hight market its members! 
milk through its ‘own institutions for mutual advantage 
and not for profit.! Merging its former fluid market 
department with other operators to form Associated 
Dairies Limited was done in an effort to reduce the ex- 
eessive cost of distributing milk which the competitive 
practices of the milk business had brought about. The 
venture did not fulfil the hopes of its creators LOT 
the reason that within a very short period after its 
creation a number of new milk distributors Started up 
in the market and what had been thought would be a well 
coordinated milk distributing business because just 
another unit ina highly competitive field of merchand- 
ising. When this fact became apparent attempts were made 
by the Association to purchase the holdings of other 
Shareholders in the Company in order that the original 
Plan of the organization might be reverted to. It was 
not until the latter part of 1943 that this purchase 
Was consummated. 

"It is clear from the pronouncement of the 
founders of the organization that individual member re- 
turns and not corporate profits were the prime objective 
of the undertaking. This policy has never been departed 
from. The Association does not buy and sell milk. Lt 
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much of its members' milk in this market or that, on 
the basis of a fixed purchase price, and with a fixed 
Margin of profit in view. Its Operations might almost 
be said to be Carried on Opportunely in that from time 
to time Changes are made in the volume of milk disposed 
of in the various markets when it becomes apparent that 
better returns can be had in one Market than in another. 

"The Association, apart from the natural desire 
of its directors, 1s always under pressure to obtain the 
highest possible pooled return for its Members. There is 
the never-ending influence of the higher returns received 
by 'independent! dairy farmers who do not Participate ag 
do members of the Association in the lower market values 
of manufactured dairy products, and there is always the 
pressing desire of members for more money with which to 
meet their Tiabilities, keep their Operations in a reag- 
Onably efficient State and enjoy some, at least, of the 
amenities of life, Members of the Association are not 
concerned about the interest they receive on their share- 
holdings. What stock they have in the Association from 
time to time is looked upon ag part of their farm invest- 
ment, on a par with machinery, cattle ana other equipment 
necessary in the Production and converting into cash of 
their milk, Their prime concern is what they receive for 
their milk, 

"In view of these facts ana the further fact that 
the Association has no corporate net income, it is not 
known on what basis income Or excess profits vax could be 
levied, 


"This Brief is Tesvectfully submitted by 
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me Pea Mr. Macken 


Fraser Valley Milk Producers: 
Association. 


(We De Macker, Presidens.) 


Documents filed with brief: 


Schedule "an — Certificate of Incorporation 
Schedule "BY — Memorandum of 4S8sociation 
Schedule "oO" ~ By-laws of the Association 
Schedule "pr _ Copy Membership Contract 
Schedule "Br — Pahmphlet covering: 


Notice of Annual Meeting 

Directors! Annual Report 

auditors! Report 

Financial Statement 
1943. 


THE CHAIRMAN: Yoy might establish that the 
faots alleged in the brief are to the witness! knowledg= 


correct, 


BY MR. PARKER: 
Qe Mr, Macken, you have Personal knowledge of 
the facts recorded in the brief which you have read? 
A. Absolutely. 
Q- And the facts and figures apart from those 
within your personal knowledge are correct? A. TI have 


lived Dhrourh 14. 42). 


A. And they are correct? As Yos. 


SENATOR FARRTS: I think you have Made a clear 


and a fair Statement but you can be of a little more 


/ 


assistance yet. There are some statements in the brief 
Which I have Prepered here which I woulda like to make 
Sure are corréct or otherwise, If they are Other-~ 


wise wo shall be glad to withdraw them. 
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BY MR. FARRIS: 

Q- At page 18 of the brief which I have filed 
Mr. Macken, it is Stated that at December Dl. LOS2, 
buildings, plant ana equipment of this association had 
a gross book value of $504,964.95, and a net book value 
of $247,109.48. Would that be correct? A, Referring 
to the association. I am sorry but I cannot say. Did 
you get it from some statement of ours? If it is one 
of our statements it would be correct. 


Q@- You will see this, and if there is anything 


wrong with it I shall see that it is corrected: "Reference 


has been made previously in this Submission to the sub- 
Stantial sums of tax-free profits which have been made 
available to so-called cooperative enterprises through 
existing tax legislation, while on the other hand the 
independent operators are limited to earning a fixed 
return on capital. On the one hand the so-callea co- 
operatives have large investments in assets and large 
reserves available for investment cnd expansion. That 
this expansion is Substantial may be illustrated by re- 
ference to the financial statements of Fraser Valley 
Milk Producers Association, which, undoubtedly, Will be 
Made available to the Commission. At December ou, LOSe., 
buildings, plant, and equipment of this Association had 
& gross book value of $504,964.95, and a net book value 
of $247,109.48. Information WILD “respect to the corres 
ponding figures at December Ol, 1944, is not available 
to the Independent Dairies, but at December OL LOSS bs 
audited financial Statement of Fraser Valley Milk Prod- 
ucers Association indicated the investment an buildings, 


Plant and equipment amounted to $672,907.45, with a net 
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book value of $878,213.05. On December 21, 1943, the 
48sociation acquired the remaining shares of outstanding 
stock of Associated Dairies Limited, and in acquiring 
complete control of this company took over assets having 
an appraised value of $952,845.68, exclusive of certain 
farm properties." Is that right? A. I haven't got 
those figures before me. 

Q- I will give you these figures later, and 
if there is any correction to be made it will be made. 

THE CHAIRMAN: Do they appear in the association's 
Statement? 

MR. FARRIS: TI don't know that they do. 

THE CHAIRMAN: Where did you draw them from? 

MR. FARRIS: My auditors gave ne this. They are 
correct, I believe, but Mr. Macken and I will work on 
this and if any corrections are necessary we will have 
them made. At the end of my brief there is a schedule. 

BY MR. FARRIS: 

Q- We refer to your organization again at page 
25 and I think I Shall have to read this. However, if 
L read it now I will undertake not to go over it again, 
I will begin at the middle of the paragraph: “Prior to 
1929, the Income Tax Department assessed Fraser Valley 
Milk Producers! 4SSOciation under the Income War Tax 
fet, and in Subsequent litigation it was held that a 
distribution to Shareholders of certain amounts of inc- 
Ome constituted a return On capital and as such was 
taxable in the hands of the company. The audited state- 
ments presently being issued by Fraser Valley Milk 
Producers! Association do not indicate complete details 


of operating expenses. In the year 1937, the statement 
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of the "Manufacturing and Distribution Account! included 
in fixed charges an item labelled 'Interest on Capital - 
$54,000.00". The Balance Sheet of the Association at 
December 31, 1943, indicates a current liability ‘Interest 
On Capital - $63,812.72", Fixed charges for 1943 amount 
to $99,627.39, which emount includes interest on capital. 
It is submitted that these disbursements do not differ 
materially from the payment of dividends to shareholders 
of a limited liability company. It is pointed out that 

e Limited Stabe li ty company is not entitled to deduct 
dividends before arriving at a net taxable income, but 
that the interest On capital distributed by Fraser Valley 
Milk Producers! ASsociation is included in the expenses 
of the Association, There is additional evidence of the 
Similarity between the Fraser Valley Milk Producers! 
aSSociation and a private enterprise in the nature of its 
Capital stock. These shares are traded in regular stock 
market channels an@ find a market in the elty or VYan— 
couver. It is known that the shares pay 6 per cent on 
the par value. They are issued on a ten-year redeemable 
"revolving door! Plan, which in no sense alters the 

facts of the case, A farmer may become a Share-owning 
Member of the Fraser Valley Milk Producers! 48 sociation, 
and a short time later he might discontinue shipping 

milk and thereby cease to be an active member. He may 
even cease farming operations completely, but for the 
balance of the ten years he will continue to receive 
interest on the Shares registered in his name, It is 
within the discretion of the Fraser Valley Milk Producers! 
Association to re-issue the shares to the same indiv- 


idual or Otherwise as circumstances may direct. To the 
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. extent that its shares are owned by members who no 


longer ship milk or cream, the Fraser Valley Milk Prod- 
ucers' association is not returning the full benefits 
Ot its cooperative form of organization to its own members, 
It is submitted that the payment of interest or dividends 
on capital is proof of the contention that this cooperative 
is earning a true profit which Ought to be subject to the 
Same taxation as profit earned by a private enterprise," 
Mr. Macken, the last paragraph on page 26 begins with 
this statement: "For about thirteen years Associated 
Dairies Limited has been in Operation in Greater Vancouver, 
supplying dairy products to the local trade. During 
these years it has operated as a limited liability com- 
pany, computed its taxable income in the specified manner, 
and paid income tax." Is that correct? As) Yos. 

Q- "For the year ended December 25, 1941, the 
tax was approximately $29,000, and for the year ended 
December 22, 1948, the income ana excess profits tax 
aggregated approximately $93,500." Is that correct? 
am» I don't know. I would have to verify those figures. 
I would be glad to give you those figures, Mr. Farris. 

Q- again: "It should be borne in mind that the 
Oxcess profits tax rate increased on July 1, 1942 from 
75 per cent to 100 per cent. While accurate figures 
are not available, it is understood that Associated Dairies 
Limited paid taxes in excess of $200,000 for the year 
ended December 21, 1943." Ig that correct? <A. Not quite, 
but it is close enough. 

Q- How is it wrong? 4&. It was not that much. 

Q- But it was about $200,000? A, Somewhere 
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ayer a ck would be glad to get from you the exact 
B2@0rS, Ai Yes: T wilt Bive it. 

Q. I refer you next to the paragraph im the 
middle of page 27: "The situation at this time was as 
follows", ete. The first "50 per cent” mentioned 
Should be 53 per cent, and further down, in the fifth 
line, it should be 47, sO that the paragraph should read: 
"The situation at this time was as follows. Prior to 
December 21, 1943, Fraser Valley Milk Producers' Assoc- 
iation owned approximately 53 per cent of the stock of 
associated Dairies Limited. The appraised value of the 
plant and equipment of the Associated Dairies Limited at 
this date amounted to $952,845.68. By purchasing the 
remaining 47 per cent of the Shares of Associated Dairies 
Limited for $500,000 the Fraser Valley Milk Producers! 
association could save at least $200,000 taxes in the 
first year of Ownership...."” Theat 1S righty ely 8 vas. 

@- "“...and if taxes and profits remained at the 
Same level (which at this date appears to be quite 
possible) for a period of two and one half years, the 
taxpayers of the country would be paying the whole pur- 
Chase price." Ig that Eight, We esOuy farmers would 
be getting that, yes, instead of the government. That 
is all admitted in my brief. 

Q- On the next page, page 28, there is this 
Statement: "The financial statements of Fraser Valley 
Milk Producers! association for the year ended December 
Sl, 1944, are not yet available, but at December oa 
1943, the book value of plant, buildings and equipment 
amounted to $278,213.05." Those figures are no doubt 
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of the Associated Dairies Limited properties, having an 
appraised value of $952,845.68, the total investment in 
Plant, buildings and equipment of $1,231,058.73 will 

be engaged in the production of tax exempt income in 
this one organization," Is that correct? A. Yes. 

Q- If the law remains as it iS}. thie Invest- 
ment, you expect, will be engaged in the production of 
tax income returns to your organization? 4&4. To the 
farmers, not to our organization. We have no returns. 

Q- The shares of your association are sold on 
the market in Vancouver? They are sold on the stock 
market? 4&. No. They are not negotiated except be- 
tween members. 

Q. I understand that there are five thousand 
members and they can be Sold from one member to another? 
ae With the approval of the board. 

Q «And sales do frequently take place? 
om Oh yes. 

Q- «and aren't they sold on the market from time 
to time, subject to the approval of the board? A. There 
ae. brokerage firm in the city that advertises to buy 
ghem but they can't hold them. We do not know about that. 

2. It is not the custom to refuse approval if it 
is from one member to another? «3A. If the rules are 
complied with. 

Q- Is there a limit as to how many a member 
may hold? A, Yes, there is a limit; and he must be a 
member in good Standing. 

Q. Something on the game principle as a private 
company? &. I don't know about that. 


Q.: Before the absorption of Associated Dairies 
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Limited, what was your posibion in the Associated? 
ae I was managing director of the Associated Dairies 
Limited, 

Q.- «And you were president of the Fraser Valley 
Milk Producers' Association? A. Yes. 

Q. How long were you Managing director of the 
Associated? as, Pron 1933., 

Q- For ten years? A. Yes. 

Q. In Vancouver, where was the headquarters 
of the Fraser Valley Milk Producers’! Association in re- 
lation to Associated? A. We rented quarters from 
Associated Dairies, 

Q- What was the procedure at that time as be- 
tween the two organizations in the sale of milk? 
A. Milk was received at the Plant of Fraser Valley, 
which occupied part of the building that had been turned 
Over by Fraser Valley to Associated Dairies. When the 
amalgamation took place the product was received by 
Fraser Valley officers, weighed, tested and graded, and 
then delivered across to Associated Dairies. 

Q- Under the same roof? A. Yes, and paid for 
by Associated Dairies at the prevailing prices fixed 
by arrangement through the Wartime Prices and Trade 
Board on the basis of butter fat content, which was 
checked by an official of Fraser Valley. 

Q- Was that the pool price? A. No, the fuly 
market price, 

Q- So that the price to the Associated was the 
current market price as fixed in 1943 by the Board? 


4. Yes, with the exception of the last couple of years 
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when we got the permission of the Board to pay Fraser 
Valley somewhat more on butter fat than we sold to other 
operators, | 

Q. Then you processed the milk? Ae In the 
aSsociated Dairies; pasteurised and bottled it. 

Q. And your own rigs and drivers deliver it 
to householders in the city? A. Yes. 

Q.- 4nd that was and ig a higher-priced market 
for milk? fe Yes. 

Q. In addition to the proceeds from sales by 
Fraser Valley to the Associated, the Associated also 
head other outlets for its milk in the manufacturing field? 
A. The association? 

Q- The Fraser Valley? A. Yes. 

Q.- Those manufacturing plants were owned by 
the Fraser Valley Company? A. The Fraser Valley Assoc- 
iation, yes. 

Q. The pool was made up from prices you got 
from milk on the manufactured Market together with the 
price you got from Associated Dairies Limited? 

4. «and other dealers. 

THE CHAIRMAN: But Associated entirely disapp- 
eared as an organization? 

THE WITNESS: The charter is still alive because 
of refundable tax due. We have departmentalized the 
business done by the Associated. We have created a fluid 
milk department... MR. FARRIS: 

Q- The plant has not Changed? A. No. It is the 
Same plant. 

Q» You exercise the same functions in connection 


with that part of the work as you did before? A. Yes. 
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Q- And your employees are practically the 
same? A. Yos. 

Q- Except that they are now paid by Fraser 
Valley rather than by the incorporated company? 

A. Yes. 

THE CHAIRMAN: How much broader is the Fraser 
Valley than the ola Associated? 

THE WITNESS: Fraser Valley merged its milk de- 
partment with other milk distributors and formed a Point 
stock company. Fraser Valley had 53 per cent of the 
preferred stock, 23 per cent of the voting shares, and 
three directors on a board of nine. Fraser Valley sold 
milk to Associated Dairies at a price fixed by agreem- 
ent from time to time and latterly by the Wartime Prices 
and Trade Board. The two institutions are as Separates 
and distinct as possible although they Occupy the same 
building. 

THE CHAIRMAN: The operations of Fraser Valley 
are wider than were those of Associated Dairies? 

BY MR. FARRIS: 

Q- So far as the pasteurizing and distribution 
of fluid milk was concerned, that was exclusively done -- 
Speaking of your operations -- by Associated Dairies 
Limited? A, Up until the end of 194%, 

Q- And that work is all done in exactly the same 
way now by the Fraser Valley Milk Producers! Association? 
A. Yes, 

Q- And exactly the same service is given the 
public? A. Just the same. It igs improving with age. 

Q- Not the age of the milk or butter fat? 


A. Definitely not: 
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Q- Now if the organizations had not changed in 
1944 there would have been a tax liability, an income 
vax liability, on the part of Associated Dairies of ov- 
er $200,000? A. TI think that is correct. 

Q- And in addition to that there would have 
been a@ distribution of profits to the shareholders of 
that company? Ase®) Yess 

Q- Fifty three per cent of which would have 
gone to the Fraser Valley Milk Producers' Association 
and through that back to its Shareholders? A Vae Noy 
to its shippers. 

Q- Aren't they all members? A. Thereare mem- 
bers who are not Shippers. 

Q. It is a patronage prices A. Shipping 
price. We don't use the term patronage at all. We 
don't know anything about it. 

Q- So that it is fair to Say that by this change 
of organization over $200,000 a year, on the basis of 
present operations, has been diverted from income tax 
to distribution among your shipping members? A. Correct. 

Q- Without any additional service being rendered 
to the public? Au led ony ait hints tiene is. We don't 
profess that at all. 

Q When the Associated existed, apart from 
these other manufacturing concerns which you had, let 
us for a minute assume they had been organized ag corp- 
orations the same as the Associated. That would not be 
difficult to assume? A. Still I am going to assume it 
because they were not. 

Q- I am trying to get at the operations; it would 


not be difficult to make the assumption. I do not want 
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to put any question that you cannot answer, but assume 
that you had a corporation Similar to Associated oper- 
ating, where you have one plant at Sardis -- and where 
is the other one? A. Abbotsford. 

Q If that had been SO, what would have been 
the advantages, if any, of the activities of Fraser 
Valley Milk Producers! Association? AY thCeyon tmsen 
if we had been dependent on these institutions to buy 
our milk? 

Q- Yes, just as you are dependent on the Assoc- 
lated to buy and distribute fluid milk? A. We would 
have had to take the price they were prepared to give 
us. 

Q- But you still woulda have been rendering sub- 
Stantial services to your own members? A. Not as sub- 
Stantial as we have been able to do. 

Q- But you would have rendered Substantial ser- 
vices? A. TI question whether we would have existed if 
there had been opportunities to sell to these concerns, 
We organized because there were none such. 

Q- And having organized, if you had gone on with 
your organization and put your Sardis plant and the other 
plant into a separate company and confined the activities 
of Fraser Valley Milk Producers' Association to the 
assembling of milk and distribution of it, just as you 
did up to last year with Associated, would you not have 
rendered substantial benefits to your members? A. Not 
quite as much. 

Q- All the benefits that you are contributing 
to your members, or were prior to 1944? A.-May I re- 


fer to the brief. 
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Q- Yes. fe 1b Wil) reed. ter may, a parag- 
raph or two with reference to accomplishments: "From 
the very start of its marketing career the Association 
brought benefits to dairy farmers, members and non- 
members alike. It stabilized fluid market values and 
by the operation of its own milk distributing depart- 
ment proved that the 'spread! enjoyed by city distrib- 
utors prior to the Association's creation was greater 
than was justified." Nobody else was doing this. 

Q- You are not suggesting, are you -- I know 
you are not, but I want to make it clear -- you are 
not suggesting that the Only benefits you render your 
members is the distribution among them of what other- 
wise would be income tax? Ae No. 

%- So there may be still other material ben- 
efits that you were contributing to your members? 

A. Yes. 

Q. And if you paid income tax on all branches 
of your manufactured business there would be still 
Other material benefits going to members? A, Unquestionably. 

THE CHAIRMAN: That is, you would still be able 
to carry on and pay income tax? | 

MR. FARRIS: They would be contributing a mat- 
erial benefit to the farmers of Fraser Valley. May 
ft break in here, Mr. Chairman, to state -«: and this 
may be a good time to do it -- that I am appearing for 
certain additional dairies in the Fraser Valley and 
lower mainland in addition to the ones in my brief. Tf 
am appearing for four additional ones who have come and 


asked to be joined in the submission. 
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THE CHATRMAN: So that your group now comprises 
seven? | 

MR. FARRIS: Yes, Mr. Chairman. These are: 
Crystal Dairy Limited, Guernsey Breeders Dairy Limited, 
Glenburne Dairy Limited and Fraser Farms Limited. 

THE CHAIRMAN: These companies associate them- 
selves with your argument in the brief now before us? 

MR. FARRIS: Yes, My Lord. 

BY MR. FARRIS: 

Q. My memorandum shows that the estimated sales 
of your association for the last year would be about 
poy000, 000. Is that right?” Waa Pyeng seer 
or the whole market? 

Q- I take it that would be the whole market. 

4» The whole market would be twice that. ; 

Q- This must be the fluid market? 

A. Probably. I have not the total figures for 1944, 

Q- Would that be about right? he Leg = th 
should ‘think so. 

Q. My memo shows, in 1944, estimated sales in 
associated in the fluid market amounted to $3,000,000, 
and combined sales of seven organizations I am repres- 
enting amounted to $4,200,000: Mr. Macken's omen 
55 per cent and this group 45 per cent, and that leaves 
20 per cent still at large, not represented here. If 
you care to do so you might state again -- I think you 
have it in your argument -- just why you would say that 
it was justifiable that the Associated Should pay income 
tax and that now, in connection with the business form- 
erly done by the Associated, the Fraser Valley Milk Prod- 


ucere' Association should not pay income tax? 
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A. Well, at the risk. of being tiresome, I may say that 
the association throughout its career has from time to 
time chased private operators! businesses, manufacturing 
and fluid, and undoubtedly they made profits, though 
whether they paid taxes or not in those days I am not 
prepared to say. We did not get them for nothing, I 
assure you. We paid good roney. We did not get the 
47 per cent stock holding of Associated Dairies for 
nothing; we paid $517,000 on the barrel head. As I 
have stated, we started out to own all of these manuf- 
acturing and marketing facilities so that we would be 
completely independent of any other enterprise but our 
own. The only reason we joined Associated Dairies was 
because we hoped that a merger of all milk-distributing 
operations might have accomplished a reduction in the 
cost of distributing milk, which was admitted by everyone 
to be too high because of competitive practices. We 
went out; in good faith, but within a very short time af- 
ter starting Associated Dairies difficulties arose. 
The depression struck us, and dairies that had been cha 
closed down by Associated Dairies to save Operating costs 
released men, many of whom started th Sits milk business on 
their own. 

Q» You had hoped to control the entire market? 
A. Yes; but it did not work out that way. 

Q- That is hardly a reason for Saying that you 
Should escane income tax, 15 16? A. Then we decided 
that we had made an error in judgement, although in good 
faith, and recommenced negotiations with other share- 
holders to take over their holdings and revert to our 


former position. We could not accomplish that until the 
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time we actually made the purchase. I do not think there 
was any thing morally wrong in buying 47 per cent inter- 
est. It was a true price. 

THE CHAIRMAN: You were an officer of both? 

THE WITNESS: I was president of Fraser Valley 
Milk Producers' Association. 

THE CHAIRMAN: Were there any interlocking 
directors? 

THE WITNESS: There were three directors of 
Fraser Valley Milk Producers' Association on the board 
of Associated Dairies. We are now back in the position 
we organized to be in. 

BY MR. FARRIS: 

Q. That is a very satisfactory explanation of 
why you have done it, and in my brief there is a sugg- 
estion, in the supplement, that it was done to escape 
taxation. I withdraw that and accept your statement. 

I may say, Mr. Chairman, that I have known Mr. Macken a 
long time and if he makes that statement under oath I 
certainly accept it. But that $200,000 did not constitute 
a hindrance, Mr. Macken? A. For seven long years 
Associated Dairies made heavy losses and we were prep- 
ared to buy it in the lean years. 

Q- I did not make that remark with any intent- 
ion of being offensive. I have known Mr. Macken and 
his organization and we have had lots of fights and lots 
of cooperation as well. 

THE CHAIRMAN: Where does that statement appear? 


MR, FARRIS: I shall come to it when I reac my 


orief., Mr. Choasrman. 
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BY, MR. ELLIOTT: 

Q@- Concerning the supposed net loss of $200 ,00 
in taxes by reason of the reorganization we have been 
discussing, a Surplus resulting from your dairy operat- 
ions now, it is suggested, flows back to your members? 

A. Would you please not say surplus, but net sales. 

Q. The net sales of that concern which you have 
now made part of your organization, less expenses, now 
flow back to your members without taxes being imposed 
on them? A. Yes, 

Q- Presumably, then, if the other PScvors 2n 
the situation are the same, your members may expect to 
receive something like $200,000 more in one fashion or 
another? Be) RignG 

Q.- That income is taxable in their hands? 

A. Yes. 

Q. To the extent of the additional taxes, then, 
the additional income taxes paid by those members, the 
loss is not $200,000 but Something less than that? 

A. Correct. 

THE CHATRMAN: What is your objection to the word 
surplus? 

THE WITNESS: The way it was used there. 

THE CHAIRMAN: We have heard several times the 
terms surplus and profits; your expression is net earnings? 

THE WITNESS: Net sales. 

MR. PARKER: "Savings" is the other word. 

THE CHAIRMAN: Is there a difference between sur- 
Plus and net earnings? 

THE WITNESS: At the end of 1939 we had $617.46 of 


& surplus, which was the @ifference between the total net 
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Sales as realized by the association and the total 
amount we paid, the price for milk consigned to us. 

THE CHAIRMAN: You do not like the term "patron- 
age dividend"? 

THE WITNESS: That was not a patronage dividend. 
It was the difference between what we received as net 
Sales for 21l milk consigned and what we paid. 

BY MR. ARNASON: 

2- You estimate in advanee? A. Month by 
month. 

Q.- <Any surplus or less would be the difference 
between what you estimate and what actually takes Place? 
A. Yes. In 1943 we overpaid them by $16,000 odd and we 
recovered that the next month. That is what WoitCe ld: 4 
Surplus or a deficit as the enge may be. 

BY MR. FARRIS: 

Q- I think you may help in thie regard, Mr. 
Macken. Do you know anything about Richmond Milk 
Producers Limited? A. Their manager is a personal 
acquaintance, but I know nothing about their business. 

Q.» In my brief, at page 28, in the schedule we 
refer to Richmond Milk Producers Limited. That was one 
of the independents? A. -Yes. 

Q It was not managed very well and the farmers 
took it over. A. You should not put that up to me that 
way. 

Q. For some reason or other it was not getting 
on? Aas I am acquainted with their Manager, a fine chap. 

Q- The present manager? Ae “Yop; 


Oe 2© didenoteknowsthats. T withdraw that too. 


But for some reason it was taken over by the farmers? 
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A. They are now a cooperative. 

Q- And their sales are mostly on the fluid mar- 
ket? A. You should not agk me that; I don’t know. 

Q- All I want to bring out is this: © that as 
the law now is the field is open for independents who 
are not helping to stabilize the manufacturing market 
to form cooperatives and apply what would otherwise be 
income tax in reserves for new buildings and new equip- 
ment? A. Yes. That is EI eats 

THE CHAIRMAN: Is there any further eross- 
examination of Mr. Macken? If not, that case is closed. 
What are we taking next? 

MR. FARRIS: The Independent Dairy Operators, 

My Lord, are all limited companies, non-cooperative, 
using that word technically. - 

THE CHAIRMAN: Do you propose to bring evidence 
in support of your brief? 

MR. FARRIS: No. I will indicate one or two sour- 
ces. | 

THE CHAIRMAN: You will arrange with Mr. Macken 
to establish the points you refer to which are matters of 
fact? 

MR. FARRIS: Yes. In the Schedule we refer part- 
icularly to the organization in Vancouver Island. There 
is some information we have about the company on Vancouver 
Island which Mr. Cheyne can either corroborate Or corréat. 
I merely call his name to the attention of the board with 
the suggestion that the board might ask Mr. Cheyne to 
State the facts. I may read them now, and if he states 
that there is no Material dispute about them they might 


Stand. At page 69 I read, under the heading "Island. 
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Farms Co-operative Association, Victoria co, 0.". the 
following. 

THE CHAIRMAN: Will you please listen to this, 
Mr. Cheyne. 

MR. CHEYNE: Very good, Mr. Chairman. 

MR. FARRIS: "The incorporation of this assoc~ 
iation is another good example of tax evasion by co- 
operatives." I did not write that. I would say tax 
avoidance; that is the correct word. "Equally important ~- 
it is an example of the incentive to Change from a 
private enterprise to a cooperative enterprise. The 
tremendous benefits to both parties is an indication of 
the possibilities of capital acquisitions under the ex- 
isting law, and demonstrates that the number of taxe 
paying private enterprises will rapidly decrease until 
most business will be carried on by tax-free cooperat-— 
ives. 

"The actual data on this transaction is not ayv- 
arlable, If required by your Commission, it can be 
obtained from Robert Cheyne, Scollard Building, Victoria, 
B. C., who was instrumental in carrying out the trans- 
action." 

The new organization is carrying on in the same 
manner as the former corporation. It operates in the 
wholesale and retail milk business in Greater Vancouver, 
and is in direct competition with the dairies making 
this Presentation. 

"The information given below, while not accurate 
as to detail, is common knowledge, and is adequate to show 


the nature of the transaction, 
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"Barly in 1941 Island Farms Limited was incorp- 
peaeee 46 take over a small milk business operated by 
Registered Jersey Dairies Limited in Victoria. 

"During the following three years the business 
was expanded by purchasing routes from Producer-Vendors, 
and by normal aggressive trade practices. By 1944 the 
sum of $60,000 was invested in this corporation and the 
company was well enough established to be on a current- 
ly profitable basis. Taxes became a problem, The 
solution to this problem was readily perceived. The 
Shareholders of Island Farms Limited could get a subs-~ 
tantial tax-free profit on their investment, and the 
producers shipping their milk to the company could ac- 
quite a profitable concern with little if any investment. 
This was accomplished as follows: 

"Island Farms Limited was sold to Island Farms 
Co-operative for the sum of $97,000. For the vendor 
this meant a very acceptable ‘tax-free Dror ety 

"The terms of the sale were $25,000 cash ana 
the balanee on reasonably short terms. 

"From the producers! point of view it was eq- 
ually attractive. If he had the capital necessary for 
his share of the down payment and if it was convenient, 
Powpub-iAt up, If not, the bank was very Wi ULI to 
finance it for him. The officers of the cooperative 
were able to assure him that principal and interest 
could be repaid by the increase in the amount of his milk 
cheque due to tax Saving. It could also assure him that 
the balance between $25,000 and $97,000 would be pald 
from the same source. 


"Here we have a corporation, sold by its share- 
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holders at a substantial profit, and bought with little 
if any investment. A present by the taxpayers of this 
country to the shareholders of the old corporation and 
the shareholders of the new cooperative, and the organ- 
ization is carrying on in the same identical way in the 
new form. 

"That the shareholders of the cooperative were 
not deluded by a stock promoter'’s scheme is evidenced 
by the fact that after less than one year's operation 
as 4 cooperative, two instalments on the balance of the 
purchase price have been paid, although ante one was 
due, and the shareholders of the corporation have already 
received nearly all their Original investment." 

THE CHAIRMAN: You are more or less compelled 


to put Mr. Cheyne in the DOx; 


MR. ROBERT CHEYNE, 
Island Farms Co-operative Association, 
Victoria, British Columbia, 
having been duly sworn testified 
aS follows: 
THE CHAIRMAN: Did you hear what was just read, 
Mr. Cheyne? 
THE WITNESS: Yes, 
BY MR. FARRIS: 
Q- Make any corrections or comments you wish. 
A. I would Say it 1s an incorrect Statement from start 
to finish, 
BY MR. PARKER: 
Q+ Quite incorrect? A. Yes, 
BY MR. FARRIS: 
Pemicive details: A, Tt jsvantoeani enka e 
incentive to Change from private to cooperative enter- 


prise, In the past fifteen years I have Changed a great 
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number of private enterprises connected with the primary 
producer, from private to cooperative enterprise, with 
no idea of taxation. 

Q- It would be well for you to state your pos- 
ition. What is your occupation? &. Chartered aec- 
ountant, auditor for our firm in Victoria. 

Q- What did you have to do with this particular 
transaction? 4. I organized the new cooperative. 

Q- You say this is an example of cooperative 
enterprise. Is it not true that in this case there was 
the tax exemption incentive? 

THE CHAIRMAN: In the first place, there was a 
change from private enterprise to cooperative. That is 
a2 act?7 

THE WITNESS: Yes. 

BY MR. FARRIS: 

Q- And was it not an ineentive that there would 
ke a substantial tax exemption. ae I would say the tax 
exemption enabled the original shareholders to obtain a 
larger price for their investment than they might other- 
wise have been able to obtain. 

Q- It is not a reflection on anyone to say 
that. A. It is not a reflection on the farmer that 
he should want to conduct his own business. As stated 
here, "the tremendous benefits to both parties is an 
indication of the possibilities of capital acquisitions 
under the existing law, and demonstrates that the number 
of tax-paying private enterprises will rapidly decrease 
until most business will be carried on by tax-free co- 
Operatives. 


THE CHATRMAN: That is really more a matter of 
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argument than a matter of fact. 

THE WITNESS: As a matter of fact, the primary 
producers have been increasingly active in becoming 
cooperative for many years. That is not a question of 
taxation. 

BY MR. FARRIS: 

Q- In these increases, do you not think that 
freedom from income tax has been taken into consideration? 
A. I would say it only applies to the producer organiz- 
ations, not to private enterprise as such. 

Q. But in the case of producer organizations 
who do get the benefit of exemption it was an addition- 
al incentive? ie Yes. The cooperative is tax-free 
and it is bound to be an incentive. 

Q. Go on to your next criticism. It would be 
Over the page. The first pPoragrapnhis all might. is it 
not? &. Well, there is some of this information here 
which, frankly, I don't think I am in a position to 
discuss. If I were to start to discuss this question 
of purchase price and various other things connected 
with it I might embarrass, not the cooperatives but some 
of your clients. I am sorry you have asked me these 
questions in court, but I am bound to answer them. 

Q- You are in court under oath and you have to 
answer them. As far as the reference to my clients is 
concerned, I furnished no information. It was handed to 
me by auditors who were quite independent of anything 
that had to do with this. 

THE CHAIRMAN: As regards the first paragraph on 
pege 30, there can be no debate about that? 


THE WITNESS: No. 
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THE CHAIRMAN: That is fact? 
THE WITNESS: Yes, 
BY MR. FARRIS: 

Q- And the next one. There is nothing wrong 
about that? A. No. 

Q- And the next one -- the sum of $60,000 was 
invested in this corporation? A. I will not corroborate 
that. I would have to check that. 

2 Taxes -- the question of taxation -- be- 
came a problem? Ae Wheaties definitely not true. They 
lost money every year. 

THE CHAIRMAN: When have taxes not been a problem? 

BY MR. FARRIS: 

Q- The next Observation is one that we need not 
press for the moment. You might as well strike it out. 

If there was no income tax, why was the company bought 
Over? This company was losing money at the start but it 
got past that stage? A. When the farmers took over the 
organization and doubled the number of members it became 

&@ profitable organization. I+ was a different matter from 
being run by an independent organization as it was then. 
When it became a cooperative organization they practically 
doubled their Membership. Farmers almost poured into the 
corporation and they are still applying for membership. 

It increases every week. 

Q- They had more inducement to offer. 

A. I don't want to criticize the milk business, Yes; they 
had more inducements to offer, definitely, and it was not 
taxes. 


Q. The same manager is there? A. Yes. 
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BY MR. ARNASON: 

Q- In the next paragraph, the next to the one 
we have been discussing, there appears this sentence: 
"The officers of the cooperative were able to assure him 
that principal and interest could be repaid by the in- 
erease in the amount of his milk cheque due to tax sav- 
ing." Do you agree with that? A. No. It was due to 
the fact that the cooperative was not buying and selling 
milk but was Selling milk for the producer to the consum- 
er direct and only charging that producer with the actual 
cost of the pasteurizing and Selling of the milk. A 
very substantial portion of payments which have been made 
on this capital have been made by the very unexpected 
capital contributions by the farmers. When the original 
purchase was made we did not Know how many farmers might 
join, and you had to g° On a conservative basis; but as 
these increased they were able to make more substantial 
Capital payments. 

Q. The other observationg we need not bother 
with. A. You have $25,000 there. It was definitely 
put up by the farmers. 

BY MR. ELLIOTT: 

Q- With regard to that Statement, that "taxes 
then became a problem", did you tell us that before the 
form of Organization was changed, for several years, these 
concerns had not been paying taxes -- making no profit? 
A. Not several years, They operated two years and they 
made a loss. 

BY MR. FARRIS; 
Q- Were they not on a profitable basis at the 


time they sold over? A. Yes, 
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BY MR. ELLIOTT: 

Q- For part of another year they were on a 
profitable basis? & Yes, I hate to talk from memory, 
but the next year was not taxable cither. They never 
paid taxes. 

THE CHAIRMAN: We have really entered upon this 
case of yours now, 

MR. FARRIS: Yes. 

THE CHAIRMAN? Perhaps you will be good enough 
to complete it. Do you propose to read the whole brief? 

MR. FARRIS: I think SO, yes. It is more a sub- 
mission. 

THE CHAIRMAN: There is no further evidence 
coming? 

MR. FARRIS: No; not unless the board felt that 
they wanted something about Richmond. But that is not 
necessary. 

THE CHAIRMAN: I am afraid the time is limited, 

MR. FASRRIS: I suppose, more logically as in 
the ordinary court case, argument would come after the 
evidence was all in. But in preparing this I have had to 
assume some facts. I believe that most of what I shall 
assert has already been established, but as to some of 
the predictions I make, the Commission will have to draw 
their own conclusions at the end of the inquiry as to 
whether I am a good prophet or not. I also did keep in 
Mind, in preparing the submission, the very last state- 
ment in the order in council -- that the Commission is 
directed to make such recommendations for the amendment 
of existing laws as they consider to be justified in the 


public interest. That is really the objective of my 
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submission, so that I deal with that at the end. But 
I state at the opening that it is with that in-mina 
that this submission is made, and it ig not intended 
to be an attack on any organization, 

THE CHAIRMAN: In case of any misapprehension 
on the part of those here, the reason we are not putting 
you in the box, as we have Other witnesses who have read 
briefs, is that you are Counsel Tepresenting certain 
parties. This procedure is Slightly different from oth- 
ers in which the witnesses went into the box. 

MR. FARRIS: In the Rowell Conmission that course 
was followed very generally. I know that where evidence 
was being given witnesses were Sworn, and where present- 
ations or Submissions were made they were allowed to 
proceed as in court. Unconsciously, vies preparing this 
Submission, I dropped into what Might be regarded ag the 
habit in preparing a factum for the Court of Appeal, in 
which case we have references to evidence already given, 
and I was handicapped to this extent, that I had to ass- 
ume or take for granted that the facts On which my pres- 
Entation would be based would be substantiated during 
the inquiry. 

I will now read the brief. I have dividea the 
Submission into three parts: First; the allegation of 
unfair discrimination; secondly, the allegation that it 
is against the public interest for other reasons; and, 
thirdly, the proposal of remedies, 

Under "Unfair discrimination" I make the submission 
that the Income War Tax Ast and the Excess Profits Tax 
Act, ag applicable to farmers! cooperatives ahd competing 


dairy Companies, unfairly discriminate in favour of the 
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cooperatives and against their competitors, and I div- 
ide the presentation for Purposes of argument under 
certain heads. First I Bive the classification of dairy 
marketing organizations, and I am not attempting to say 
that one corporation comes under one classification and 
another corporation under another. It is merely an an- 
alysis for the purpose of discussion; for I do not know 
of a Single cooperative that would fit like a glove into 
any one of these classifications. 

THE CHAIRMAN: They might get one finger in? 

MR. FARRIS: Yeg -- perhaps a thumb also. The 
first classification I make is that of the true farmer 
cooperative: 

"One: The True Farmer Co-operative: One whose 
only function is to serve as agent for its farmer member 
patrons gratuitously marketing the milk in the form in 
which it is received from such patrons and accounting to 
them for the proceeds, less actual expenses, as trust 
funds." 

I come next to "Two: "Alleged! Co-operatives", 

I should have made this clear by Saying "Alleged Farmer 
Co-operatives" ; 

"A. <A dairy co-operative (so-called) which per- 
forms services or carries on business activities other 
than or in addition to the agency services in ‘Tone! and 
in particular (without limiting the generality thereof ) 
Processes or carries on activities such as pasteurizing, 
grading, bottling, homogenizing, making of butter, cheese, 
powdered milk, condensed milk, ice cream or other proc- 
esses or products, providing bottles, machinery, buildings, 


equipment, delivery, conveyances, etc, 
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"B. <A dairy co-operative (so-called) which as 
Pars orm all. ofr its members receives milk from non-members, 
whether as agents or by purchase or Otherwise, for sale 
or re-sale. 

"C. A dairy co-operative (so-called) which makes 
provision binding on its members and patrons for deduct- 
ions from the purchase price, to be held by the company 
as a reserve for the purposes of the company (with or 
without provision for the return of any used portion of 
the same to members or patrons). 

"D. Other forms in modification of the foregoing, 


or otherwise differing from ‘'one'. 


"Three: A non-cooperative dairy company operat- 
ing for profit and distributing its dividends to its 
Shareholders or members. 

ve Examination of differences in tax liability 
of the foregoing classes under existing Income Tax Law. 


"One: Class ‘one' in the foregoing classification 
is not liable to existing income taxation. 

‘Ties. submitted that it is only this form of 
true cooperative which (if any) should be exempt from corp- 
oration income taxation, for the reason that it is this 
class only in which cooperation is exclusively the factor 
conducive to special benefits to the members or patrons. 
In other classes it is the various business activities 
of the corporation which are the material factors produc- 
ing the special benefits reaped; and these special benef - 
its are unfairly enjoyed by cocperative members or patrons 
solely because of tax exemption not. afforded its competit- 
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"Iwo. A: It depends on the particular facts of 
the case whether class two 'At cooperatives are subject 
to income taxation under existing legislation ag inter- 
preted by the department. 

“Lew tht -endairy company in this class makes as 
agent a complete return to its patrons of sales made, 
it would escape tax liability on the ground that it has 
no income." 

This is important because it is much wider than 
4(p). This one applies not only to farmer cooperatives 
or fishermen or others; it appliss to a eooperative in 
any form that can establish the fact that it has no income. 
It is not taxable. It is a wide classification and goes 
much deeper than the small dairy organizations; and I cite 


a case with which this Commission is familiar. 


"See Minister of National Revenue vs. Saskatchewan 
ee neve ni VS. Saskatchewan _ 
Co-operative Wheat Producers Ltd. 1930 S Ck a0405y 


This rule apparently applies even though part of the ret- 
urns are deducted from payments as "commercial', ‘elevator! 
Or other reserves. 

"In considering the foregoing judgment of the 
Supreme Court it must be remembered that the court was 
Concerned only with the question: 

'Was there taxable income within the 
definition of the Act, reeeivead by 
the company?! 

"The problem: 

"Should the definition of taxable income be 
changed or the act otherwise amended ta insure 
. that the cooperative or its members or patrons 


pay a corporation tax.! 


ann: sachs 4 2 earn pez ‘ona tot, © gase a4 
aa wt past Peet wih 40 SD temantisd anhalt etue 
| 7, ‘emai 


et, ee Bt ehh 


t 
: kd 


o* | pcpiit navly dessin: et. eh, sei 


7 
ae gectap2 #4 y bee: 494 avliqas) 9a ales ne 
Bay hater or avktion +h je neayg, <2. nonagielt cae 


i, “a “aeatenese 7 ha 
; est out oo, des kandns pets tate. TO Uae, 


soon ton ni #3 
-oldense eae ni od 


gnort dots apie & BE ad 
si F< 4 ‘he : pen skeen! neato arise Liou eds cont. seaaed fous 


/ bet et po bea tent aid. do Libw Batu, ousb“# 


Paton Bat ao 


yeaa 


Mee = Citar 


a we 
pices A 


cree oo a ee pike «> fet) 
Regi spit he tra sgupdd oar 


& ee f os any a ae 
° per Le. fete : 
Peboavetot ttntoneured’ “ai ateeaNee pint befaub 


‘stags “yttnoanana ehew tae 
e-5 at 1s ae as 0) 


~tavsqner. Tato sas 


Me tows tae ae Pe ; oe 
eae 3° THERE. ails 5 2495 2.1 end gniteb-> patio o, a7). | 
een 2 pete ce f ee my dt ae : , 
sew rine wid tn iia yosedasn Jeu. mee swoon ear 


sane, 


j J - 
. 1 podrwedy: ety Selw yaG ‘perteone 

i a rae ie Ai a om Siar 

SH mili Pay ee son BEERS, sdicaaaad aeW 


wa ae piel mis ae. noish: alia 


.. 
“SPyouqado See } o 
| | ee vance, dicen on™ 
A mei ere ei: ao oa ; 
i cg saront oliexad + At outtakes edd QLW9HE!, 
| ee ae oi 5 ke. :, as 


ds, 


_ isaporit as benaane, ely wepage 499 tt HO Pagnsao 


‘/ bapeind ogo sain Esk Se. ehagtege ons - fads, 


aa ot 
ies F 


+ peed’ Sotdesogxee ‘& vad 


/ 


, 
i 
; ’ be 
- , . 
bo el 


3-214 


-214- Mr. Farris 


is a — different one from that ineolved in the 
Saskatchewan case." 

As I have read the evidence so far, we should 
remind ourselves every now and then that it is not en- 
ough to explain why these companies are not liable to 
taxation under the existing law. From what I know of 
Mr. Fraser Elliott's Department, they are able to look 
after that. The problem this board has before it prin- 
arily, assuming that they are exempt under the existing 
law, is to determine whether or not that law is in prin- 
ciple fair in its application and to Say whether it should 
be changed. That is the essential thing to be consider- 
ed and it was not considered by Mr. Justice Lamont in 
the Saskatchewan case. 

"In contrast with this decision is that of The 
Fraser Valley Milk Producers Association - 1929 S.C.R.435. 

"In that case the facts were similar to the Pool 
case, exoept there was a cash dividend not exceeding 8 
per cent per annum paid to the shareholders as such.’ 

In the case of the Fraser Valley Milk Producers 
ASsociation Sir Lyman Duff gave the decision; and in both 
these cases there is a detailed description of the manner 
in which these cooperatives work and how the reserves are 
created. From that standpoint they will be interesting 
to this Commission for the information that is given to 
them. 

"It was held that moneys so paid were taxable 
as the money was paid in proportion to the shares held, 
and not in proportion to the produce supplied." 

As I reoall that case, that was only a minor 


portion of what under my submission should be taxable. 
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It was something that happened to stick out like a sore 


thums, which should be got at under the existing law. 


"The reasoning of this decision was undoubted- 
ly sound in determining what was taxable income under 
the Statute, but it too did not deal with the problem 
of what the Statute should have provided in order to 
Secure a fair and just application without discrimination. 

"The court was not there asked: 

‘What should be defined in the act as 
taxable income when profits are merged 
in the purchase price or camouflaged as 
reserves or patronage dividends?! 

"In considering this latter problem it is daiffic- 
ult to see why there should not have been a law imposing 
a tax on both these big business enterprises, and why the 
basis of the law should not have been on a wider and more 
permanent basis than the haphazard or incidental retent- 
ions of reserves or the fact that moneys had been distrib- 
uted to patrons in proportions based on shares held, 


rather than produce supplied." 


When I come to offer suggestions with respect to 
amending the legislation I shall emphasize that the mere 
taxing of the margins that happen to exist under these 
Operations is a very precarious thing for either the 
government or competitors to trust to. Mr. ¥lliott brought 
that out today in one of his questions in which he asked 
the witness, in connection with certain margins, whether 
he could not accomplish his purpose by whittling them down. 
That could be done. There are some, representing the same 


Side that I am on in this matter, who seem to be satisfied 
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‘with the idea of taxing the difference between the 


first payment and subsequent payments. That is all 
right as one method to be adopted by the Minister in 
getting at these things; but my clients do not wish to 
nail their colours to the mast and say that will do, 
only to find that their whole scheme could be defeated 
by some change in the carrying on of the business of aes 
operatives. 

Very definitely that could be done, and done 
quite properly. If I were advising clients I would 
not hesitate to say that corporations and individuals 
are entitled to conduct their business in such a way 
as, not to escape legitimate taxation, but to avoid tax- 


ation, conforming to the law as it is. 


"In 1930 after the judgment in The Fraser Valley 
case the Income Tax Act was amended by the provision, 
now section 4 par.(p), and made retroactive for 1929. 
Since that amendment the Fraser Valley Milk Producers 
Association has been exempt from taxation. Its subsid- 
iary, The Associated Dairies Ltd., however, continued 
Subject to income taxation and it is understood that 
in the taxation year 1943 it paid over $200,000.00 


Income and Excess Profits Tax." 
I should say "about™ $200,000. 


"Thereafter the Associated Dairies was merged 
into the Fraser Valley Milk Producers Association, and 
it is believed that this big business organization now 
claims to be exempt from income taxation in all its 
activities." 

That has been confirmed by Mr. Macken. 
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"More detailed information is furnished in the 
schedule in this brief, including a statement of the 
practice of the Fraser Valley Milk Producers Associate 
ion in regard to interest on Capital. 

"It is submitted that if the Fraser Valley Company 
is permitted to accomplish its purpose it will be a strik- 
ing example of the folly and unfairness of the existing 
law." 

That is not a reflection on the Fraser Valley 
Company; the word "folly" is directed to the policy oF 


the country that permits it to continue. 


"It will be also a Striking and visible example 
of a case where in one year legitimate income taxes are 
paid and in the next year are avoided on the plea that 
although the same patrons get the money there is no 


taxable income." 


I particularly refer to my examination of Mr. 
Macken this afternoon in that connection. I would ask 
the board to read that carefully beeause it is as strong 
an argument as anything I can add at this time. There 
is not a single difference either in respect of what is 
Owned -- trucks, machinery and so forth -- or aS regards 
service rendered the public or anything else. The only 
difference is that by change in the corporate set-up 
$200,000, which wag unquestionably legitimate taxation 
On profits, is merged in the purchase price and goes to 
those who are the ultimate beneficiaries in all corporat- 
dons, namely, the shareholders or the members. JI will 
deal with that in greater detail in a minute. So much 


for the general principle of no income as a ground for 


exemption. 
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"2. If the dairy under class Two. 'A! has in- 
come it may still be exempt under the provisions of 
Sect. 4 (p) as being ‘organized and operated on a co- 
operative basis’. 

"In this connection Mr. H. Heward Stikeman says: 

'The test of a true cooperative qualified for 
exemption under this section is: 

Lis \eEtomust be ae cooperative of primary produc- 
ers. Producers of manufactured goods or articles are 
excluded. For example, a cooperative organized to buy 
poultry or eggs from producers and then killing and 
dressing poultry or grading the eggs for marketing would 
not qualify. 

'A cooperative to process and sell lumber by 
buying trees and then manufacturing such trees into 
marketable lumber would not quality. 

'2. The proceeds from the sale of the products 
of its members must be paid back to such members on a 
basis of quantity and quality (less expenses and re- 
serves). In other words, it must only act as the agent 
for the member, and must distribute earnings on a patron- 
age basis. 

'3. Where supplies are purchased for the use of 
members they must be turned over to the Members at 
cost (plus expenses and reserves). There must be no 
profit arise from such transactions. 

| '4, The gross business done with non-members 

| must not be in excess of 20 per cent of the total business. 
of the cooperative. 

. ‘If the association fails to meet any One of 


) these requirements, the Income Tax Department will rule 
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that it fails to qualify for the exemption. 
'The governing words of this paragraph are: 
'twhich organizations 
(a) market the products of the members 
Or sharonoldersic. «cre 
(bo) purchase supplies and equipment 
for the use of such members....." 

'The verbs "market" and "purchase" appear here 
to be restrictive in the sense they give to the para- 
graph. Difficulty will arise where an organization 
which otherwise qualifies for the exemption hereunder, 
not only markets or purchases, but undertakes as well a 
course of processing of the article to be marketed. 
Examples would be milk cooperatives which process fluid 
milk into butter and cheese, apple cooperatives which 
convert the apples into vinegar or fruit cooperatives 
which can or pack the crop to be aienonee of. In such 
cases it will be necessary to determine whether the act 
of processing in eech case takes the organization out of 
the exempt class. 

"A réasonable test would appear to be that the 
exemption will only be destroyed by the act of process- 
ing where such activity cannot be said to be ancillary 
to the marketing of the product, or where it adds new 
ingredients to or alters the inherent nature of the 
article. 

'For example, if an organization otherwise exempt 
hereunder receives primary products from its members and 
thereupon enters upon a manufacturing process by which 
it procures substantial quantities of other materials 


which it incorporates into the finished article to 
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produce a distinctly different product, or one of which 
the primary product is a mere fraction, then such an 
organization could not be said to be marketing the prod- 
uct of its members and the exemption would not apply.' 


"Dominion of Canada Taxation Service P.4-752,5." 


Mr. Stikeman is a member of the Income Tax Dep- 
artment. He is a lawyer who has given a series of lect- 
ures at Toronto University and has published one or two 
books, and this extract from his Opinion is submitted for 
the consideration of the Commission. I put it in because, 
while not authoritative, it is certainly informative. 

THE CHAIRMAN: And persuasive. 

MR. FARRIS: Yes; and it is an expression of the 
Departmental viewpoint, although he disclaims anything 


of the kind in his publication, 


"Under Mr. Stikeman's test it seems to the 
writer that the operations of a dairy in processing 
milk are not merely Nanci Lary tortie marketing of the 
product!'. 

"The facts are that processing costs as much 
(or more) as the production of the primary article by 
the farmer. However this may be, the present submission 
is that the cooperative dairy is not a true farmer co- 
operative, its business is distinct from the primary prod- 
ucer and should be taxed. The Statute should make this 
abundantly clear. 

"Two 'B! This class deals with ‘patronage div- 
idends' payable to non-members. These are exempt from 
taxation under the Act, if they dc not exceed 20 per 
cent of the total volume of the produce supplied to the 


company. On what principle this exemption is justifiable 
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is not apparent. - 
"It is earnestly submittea that there is no 
justification and the law shoulda be changed. It is open 


to serious abuse." 


I am not sure whether I have correctly defined 
patronage dividends. That is a lawyer's understanding 
of it and should be accepted in that way. I am instruct- 
ed by accountants that it is impossible for the Depart- 
ment to ascertain what percentage of the business is 
really outside business and what is strictly membership 
patronage. While that shoulda not be a reflection on the 
ordinary Operation, there is no business in which there 
is not somebody who, if he can, will take some advantage. 


At least I have not discovered any yet. 


"Iwo 'C': Cooperatives providing for reserves: 

"The reserves are used for the expenses ana 
business purposes of the company and for equipment, 
machinery and buildings to meet present and expanding 
requirements. The facts related in the two Supreme Court 
cases above cited furnish good examples of these reserves. 
Under Sec. 4 (p) (a) of the Income War Tax Act they are 
exempt from taxation. No better device could be conceiv- 
ed for giving the cooperative an unfair advantage over 
its less favoured competitor. While the struggling non- 
cooperative is paying the larger part of its dividends 
to the Government, the happy warrior ‘organized and 
Operated on a2 cooperative basis! builds up its reserves 
untouched by the hana of the tax collector an@ applies 


them to out-distanoe its tax burdened competitor." 


nei iis a ame : persia - 


wee as a4”. anne? 1a saona wed 28 


ew 


ae 
v8 2 Lee, Be 5 
$ de os % 7 


r, qisderyo ovad = eon Mi orate aon is si ke 
venaebte.t®, epaicetee 


re 
f « 


baat red: ¥ 
Dee camnciinabien a° xo ewnl, 2 AN: ; ans, 
Seer i *Fbncanit pasgsose ad. bigode brie. he tS 
7 | | +i Das ‘pddpd aoe <6. Be 


st pees taud Sas "se ane CEES: +f oEgw aingseses OF: year 
annleys:. ebiegye. yilag 


Mehcte att 


gon -bLaeone- Sutiz’ gften pane” 


dresicts pit dadw fae ee 


She noatoslyas ® o 
ore por ¥ 4 rf ry ih f af?) esl 

wt Ao phe of Mmiesru we) VL o ‘dh ed ie: ente: _wiaadye aa 

nie 2 iy, . pee ek .odw quodanton 3Aa 


Peupinevar wile > y <A pasar #0 tee oe%: 
=a gecavneels Joa eget t tases 


a : _ ee 
ial > OY 38 oa " righ ee ane ae psi 
2 . x Pit ; $e Gua ieee eae : 


wo S fies oat TA. 


; nea. 2 a ee 


na 4 BAT AO, acers aah s ppbahgne 


ta nes 


a o4 : ‘epeatG Toe rg iB Sis. Sf be bud bre. yack q 


a _ nm pat tec a 
; eA eA... pd aeto then 


crite) GE i ft J a Met BS be eR: 
f r at y & ‘ aa 
2 - 4 lan 
z Wa { ey” 1% + i Cee 
Sey to J As Ww ap AGO Boo i ptt hee! dal ws: dle vee 
Py " oe 
” Sig _ - 
o ‘ At + 1 Si rain a = ty yuct g) +> rs 
Te Ps J oe 
aay eas ~ 
a vey iet if ae 
: ~~ > = ars ort? 
ook i very) ¥ 7 - jana Be 4 ab ra '30G Wa titee d= yag mos) 
ey ee i : Serna 
‘ i . At. ‘ we he > rE DOD a“ g or ivis 
yi who "ei TIT my of yas q' a pa pee _ 
i ; Reid as ’ Bers 
: » »& “as ol * ay & ry 
= , i a L is te ¥f LAS, 1 aa ? oom. i Lat * ae & _— 
x : pa TS 
- : : 
~ > * 
. ¢eaq teosol eit siege 2 evict 
« i A fs 2! cy ox , vs : : 
te 
, 
” “ wery ¥ ~renyiaw, y waen aris viel ma toeyec 
' , ™ ef + ’ ei 7 ; 
“4 i i , fy) esc ce ~ 3 ct - 
ns . ate : : 
; 4 7 ' Fs ; Ff ATS rt 73H 4 Of ; 
5; Sot 4 Bsie ® j Sire = J Lae eM wb 4 aa 
a ae Cat oe te om 
7 . i " 3. In os ee ¥ 
at ¢ — 4 bAR TLOD a5 ej Po D pay LS Te ot ee 4 
Meo 4 co eure 3 Se nea ‘ ‘ 
va non | fede 
' me ‘ y Ps) ba} - ae 
yo ~wie ponehiid zav sop eoante 


B-222 


-222- Mr. Farris 


If the Commission is not satisfied with my pre- 
diction, that that is true, I believe it will be before 


its inquiry is completed. I eontinue: 


"Three: Ordinary companies distributing their 
profits as dividends: Those are subject to: the full 
burden of corporation income and excess profits taxes. 

"If these companies are forced to bear this 
burden in competition with tax free cooperatives there 
can be only one result. The cooperatives are now not 
only in equal enjoyment of all the corporation business 
activities from which profits are made, but they are 
able also to convert into building and other reserves 
the profits which the non-cooperative companies must pay 
Out in taxes. The result is coming fast -- the non- 
cooperatives will be destroyed or absorbed and their 
competitors will be a tax-free monopoly; this, not as 
the result of superior business methods, but because the 
company's profits go to the Government and the cooperat- 


ives into tax-free reserves and patronage dividends.* 


Next is the third submission under the heading 
"The Income Tax as applied to Corporations". Now I am 
entering upon what I regard as the sound theory on which 
we should in the end approach the question as to how 


to deal with cooperatives. The-brief here reads} 


"III. The Income Tax ag applied to Corporations: 
nee teat ee oe OL POT AGLONS 3 


Reasons for the tax ana its incidence: 
: NE AUS iNCidence: 

"Before dealing with the reasons adduced for 
exempting cooperatives from corporation income taxation 


it is proposed to examine the tax and its Finoeaenee 
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"1. After Confederation the Income Tax was 
tacitly regarded as belonging to the provinces. It 
was introduced as a federal tax during the last war as 
a war necessity. ee Thomas White, then Minister of 
Finanee, spoke rather apologetically of the invasion of 
the provinoial field. 

"2. It is now maintained and expanded for the 
same reason. 

"3. This form of tax is justified: 

"(a) because the State needs the money; 

"(b) It is base@ on the theory that those should 
pay who are able -- ineome is proof of ability to pay; 

"(c) It is asserted that the tax is fair in its 
incidence and to be justified this assertion should be 
valid. 

"(d) As a war measure it is almost indispensable 
as a method of economic control in preventing inflation. 
It is believed that the Board may secure full supporting 
testimony of this important function of the tax from the 
proper officials of the Wartime Prices and Trade Board and 


others of the Finance Department. 


"IV. Income Taxation ag applied to Corporations: 
"One: On whom does the Corporation tax fall? 


"It is submitted that a corporation tax falls 
only on its shareholders and not on the corporation as 
such, 

"1. It is true that for business purposes a 
corporation is in law deemed to be a corporate person 
Separate and distinct from its shareholders, 

Salomon vs. Salomon 1897 A.c. 22, 
"ee Yet in reality a corporation is only a highly 


Orgenized form of partnership from which the element of 
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personal liability has been extracted and the corpor- 
ate entity theory has been substituted. 
"3. The corporate entity theory, however, has 


its limitations)” 


There was a law eee with alien enemies, and 
the Dailmer Company had contractual relations with the 
Continental Tyre Company, which wes a British eompany, 
though all its shareholders were Germans, and a plaus- 
ible argument was made that this was 2 British company 
Subject to British law. Salomon versus Salomon was 
cited. The House of Lords refused to aceept the dootrine 
put forward. I give these two quotations: 

"tAn ineorporated company cannot with propriety 
have such terms applied to it as if it were a mind gsub- 
ject to emotions or passions or a sense of duty. 2% 
is a creation of law convenient for the purposes of 
management, of the holding of property, of the associat- 
jon of individuals in the business transactions; in short 
of all the purposes and with the limitations and remedies 
seu forth in the Companies Act.' 

Lord Shaw in Dailmer v. Continental Tyre Co. 
So L.d.K.B. 1545. 
"Under these circumstances it becomes material 
to consider what is this thing which is deseribed as a 
ecrporation. It is in fact a partnership in all that 
constitutes a partnership, except the names and in some 
respects the position of those whom I shall call the man- 
aging partners.! 
Karl of Halsbury: Ibid p.1338." 
I have put in a case before the Privy Council, 


coming from Canada, in regard to direct and indirect 
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taxes in which it was laid downcolearly that a tax is 
just as much a tax if collected in advance before it 
gets to the taxpayer as if it were allowed to go to the 
taxpayer and were then extracted from him. I 20 Ons 

"4. The object of a business corporation is 
gain, but it is not gain for the corporation as such. 

It cannot use the gain for food, drink or closhing.. LS 
cannot spend it in the pursuit of pleasure or riotous 
living or (without the unanimous assent of its share- 
Bolders), foreeifts. It has in their nesbher tne cap- 
acity nor the legal authority to indulge in the enjoy- 
ment of its income. Its sole purpose is to earn dividends 
for distribution among its shareholders. 

"S. It must follow that the incidence of a corp- 
oration tax falls on the shareholders. The tax is coll- 
eoted at its source, but this does not affect its incid- 
enoe. A tax taken in advance of receipt of funds falls 
on the recipient exactly as if taken after. 

"(See Rex. v. Caledonian Collieries 1928 A.C.362) 

"Its incidence falls on the shareholders as it 


would if they were ordinary partners in the business.” 


I would emphasize that because of the questions 
asked and answered here. To say that this $200,000 reach- 
es the pockets of the individual members of the association 
and is there taxed does not in any way meet the question 


of corporation tax and excess profivs- tax Continuing: 


"Two > Why is there a Corporation Income Tax and 
why a Rate based on its aggregate income? 


"1. This tax is imposed in addition to heavy 
personal taxes on the individual. It might well be argued 
that if the incidence of a corporation tax falls on the 


individual shareholder, the rate should be based on his 
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individual income and not on the aggregate in the corp- 
oration. 

"2. One justification offered is that the share- 
holders have the benefit of the corporate franchise 
and the effectiveness, the power, and the economy of op- 


eration resulting from united effort and combined capital." 


If that is so in the case of the ordinary corp- 
oration -~- and, from what we have heard here, in some 
cases more so -=- it is true in regard to these cooperat- 
ives. Continuing: 

"3. These reasons are good ina measure, but 
they do not justify the excessive rates prevailing and 
particularly the 100 per cent Excess Profites Tax... Dhese 
must be justified, if at all, on the Simple ground that 
the Nation needs the money, and it goes where the money 
May be found. 

"For the purpose of this submission it is enough 
to state that the tax is not a theory, but a fact, and 
it is the reality which must be considered. Theory on 
no theory the fact remains that when the tax is imposed 
it is the shareholders or patrons on whom the incidence 
falls, and when the company is exempt it is they who are 


relieved. 


"V.. It is submitted that the ‘alleged' co- 


Operative should be taxed to the full extent thet its 
competing non-cooperative company is taxed, 


"One: The fact that its profits go out in the 
guise of added purchase price is no reason why the incid- 


enee of the tax should not fall on those to whom the 
ts Fats on those to whom the 
rewards of the corporation business activities g0, the 
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Same as it falls on Shareholders to whom dividends are 
Re Noacerg to whom dividends are 


payable. 


"a The cooperative is in business for the 
benefits of the corporate activity equally with its 


competitors." 


It is not a sound statement to say that the 
corporation is in business for the benefit of the corpe 
Breavions “Lb-is note “It is in business for the benefit 
of the Shareholders, for those to whom the dividends 
80; and the cooperative ig in business for its members 
or, tO use a more aceurate term, its member patrons. 
Continuing: 

a aie) following quotations show how fully this 
is recognized: 

"Cooperative associations are formed for the 
same reasons as other business enterprises. In a eo- 
operative however the financial benefits acerue to the 
patrons, while ina commercial enterprise they accrue to 
those who have invested their money in the business.' 


‘Legal phases of Co-operative Associations 
by L. S. Hulbert. 


"Chief, Co-operative Bank and Co-operative 


Research Sect. Farm Credit Division Office 
Solicitor U. Ss. Department Agriculture, 


'The principle »or dividing the net earnings on 
the basis of patronage rather than on the basis of cap- 
ital invested is perhaps the most important. Under 
profit business the aim of the Management is to have a 
margin between the: cost of Operating and the selling 
price. Such a margin is known as profit anda goes into 


the hands of the Owners. Under Cooperation any margins 


Tiot eupoes Ween 


set? 


a oad “goxut senad sed + agnivne at. et % : 

b btehod ont “‘O1 sacmbaue. ue ot +2 youre FE. m0 

sis mode 09 seorit” 0% jerobtode sade" ee 
wud HE eb, eyrsaceqooD wnt bat i: 
roe ederuson aroer s ‘oan. or 


aw : i ee . 


eras: cote: wor Homer RAR eTARe ap’ anianree sie 4 


- . 
# we oase 


Petia: fe 
ee durant ‘at TOT gant 
senorted Ted eet 


es 


oq noniiatooses aviee apaqosoty 
an paonbedd TenIG BA’ ptoesest sim 


a y 


mele: 1o% Deae: 
mee: fe 0 - pon teqisy 
mi od stir ates. etstunud inte 
(t's xemmoe- a ns at Ei, Rate : 
pevievimit wpe geiw anos 


ani, tenet, | 


aenht ode xowewast avite tage 


iit sai LE grenade eh 


nbagenaees ae 8 agineae, west, 


B: yt gtooues wees teqo-30 %0 Ke 
. + +e 735d Lu se rd yds: 


setoen’ bee al oeliateat ais ‘sation 
eT ae ke dauseeed ar 
co? 2eitoe , 2 


V, Met i 
pod ri #082 Ti orb: 
Ae bed Leen Raped fasuy tsqud & Pa 


gatb ives Bice ,wbaton: cd ext® 
i. "ra ares? 


eo (petits 9 « tom Ghs 


an “56; AB aa seasat egaitoe ti 

ht Gas 300. oa ages spe ei apseuvat - 
‘> 
o te eta sabe taut iota ings 


Be 3G | See 8 


on TERM  aaded 


si. sS9me Seem. odd I 
Je05 aia sauwtnt ol 


anitioe Sty. oe at label} Bis) 


exit esby es ony ae sword ai pai es Howe ‘ og 
gdtgetar vas notte smaoon nana 932 80 oa sband 
5 ty _ 7 . ‘ ae) a oS > ue aay ik 


B-228 -228- Mr. Farris 


or overcharge between the Operating cost and the price. 
advanced at the time of the transaction is divided up 
at stated periods and rebated to the members in direct 
proportion to the goods purchased or the commodity 
provided by each member. Thus it is that the co- 
operative associations operate on a eost or non-profit 
basis. 

"Summarizing we may say that the aim of co- 
operation is to organize society in such a way that 
all the people who provide the business shall after 
Sharing the responsibilities of Ownership and control 
Share equitably (according to patronage) the benefit of 
service and earnings. 


‘H. H. Hannam: National President Canadian 
Federation of Agriculture. 


"Co-operation The Plan of Tomorrow Which 
Works Today' 


(Published by United Farmers Ontario 
7th Ed. 1943 pp. 18,19.) 


"Explain to the business man that there is a 
third alternative (as well as fascism and communism to 
capitalism) and that peoples cooperatives do offer a way 
of doing business in which the making of things the people 
need is not subordinated to the making of money and he 
will be interested. 

‘Hannam at p. 44. 

‘If the purpose of the State is not to stimulate 
competition, but to destroy capitalism, then this tax 
condition is justified. 

"Cooperation provides us with a method of cond- 
ucting business on the basis of service to all rather 


than on the basis of profits to the few and with earnings 
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which accumulate going to the people who use the busin- 
ess rather than to those who own it. 
*"Hannam p. 71.! 
"The foregoing may re a good reason for Supporte 
ing cooperatives but is no reason why 'the earnings! 


Should escape taxation," 


I call your attention to the fact that these 
business enterprises that appear before you are all 
very careful to repeat that they are non-profit making. 
This emphasis on non-profits would not be of any interest 
to the members of these organizations if there were not 
a reason for it. I do not know of any reason why we 
Should hear the careful assurance from each person id- 
entified with one of these associations, that eG 18 
non-profit making, but for the question of their being 
taxable. I do not know of any other principle which is 
involved unless it igs to emphasize that it is not profit 
On capital. 

| Bub, irom the standpoint of taxation, what diff- 
erence does it make whether it igs investment on capital 
that gets the reward or the activities of producers who 
are seeking profit for their produce? 

THE CHAIRMAN: Tn other words, it does not matter 
where the profit comes from? 

MR. FARRIS: That is my submission; and [I say that 
profit -- not from the standpoint of some technical def- | 
inition but from the Standpoint of that upon which the 
State ought to impose taxation -- is not changed by a 
change in the form of organization. Again, 3 do not 


went to harp on the Associated, because as a matter of 
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fact some of my clients are more concerned with some 

of these smaller organizations that are growing up than 
with the Associated. But it is a mighty good illustrat- 
ion of the frenk way in which the facts were given by 
Mr. Macken. One year you have this organization produc- 
ing money which unquestionably is profit and taxable 

to the extent of $200,000; the next year you have that 
organization, carrying on the same kind of business, 
rendering the same kind of service to the public, and 
with the same officials, and that money goes, not to 


the Treasury but, as an added price, to the men who have 


set up this business organization. 


I say it is only in that sense that this board 
should be concerned with the idea of profits. Is it 
something which is commensurate with what was done 
before and if practicable should be taxed? I eontinue 
now with "B" on page 13. 


"B. The Shareholder in a cooperative enjoys 


all_ the benefits of combined effort inherent in the bus- 
iness activities of a company." 

I would say the trend of the evidence here is to 
emphasize that. Continuing: 

"It is immaterial whether it is called a div- 
ident or an addition to his sale price. In fact he 
often has a greater benefit. He receives for his pat- 
ronage what his competing shareholder only receives for 


the investment of capital." 


In other words, he makes no additional contrib- 
ution to get it. In one case an additional contribut- 
ion of money is made; in the other he merely takes ad- 


vantage of a situation, quite legitimately but not as a 
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basis on which to ask for income tax exemption. 

"In addition there are many incidental tax 
regulations escaped by the cooperative: viz, restric- 
tions on advertising, wages, depreciation, etc. 

"G. Dhe moral tax obligation is the same wheth- 
er the profit comes to the recipient as part of his pure 
chase price, as a patronage dividend, or as a dividend 
On stock. The test of this is: suppose all businesses 


were operated by cooperatives. Every patron would then 


pay taxes or there would be no taxes." 


It is true that one witness said there are other 
sources of ineome, but when you look at an analysis of 
the income tax returns you find some interesting things. 
For rae there is an interesting analysis in the last 
copy of the Chartered Accountants Magazine, for January 
or December, I forget which. You will find there a fulLL 
analysis of the different forms of Federal taxation, 

I got it the other day, but I am sorry I have not got 
it with me at the moment; otherwise I would quote from 
it. Continuing: 

"It is submitted there is no justification in 
principle for the condition which requires the share- 
holder of one dairy company to bear the PULL burden or 
corporation taxation and his. competitor, enjoying equal 


corporate benefits, to pay nothing. 


"DD, The money is made in each case by the sale 


to the consumer: (See Rowlatt J. in Commissioners of 
Revenue vs. Vale Co-operative Ltd. 1985 - 12 Tax 


Cases 891: 'The Profits are made by the selling of 
the article not by the buying of it at all,') 


The farmer cooperative gives the same service to the 
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consumer as his competitor. Why should he not equally 
bear his just share of taxation? Why should he be per- 
mitted to use the avoidance to destroy fair competition? 
"E. The fact that a Shareholder has invested 
his capital in the company is no reason to overburden 
him with all the taxes. The time may come when a 
Socialist State will repudiate the right of capital to 
make profit. So long as capitalism is recognized, it 
is entitled to a return, and not to be destroyed by 
unfair competition made possible by unjust taxation. 
it is only a mockery to say that any measure of free 
enterprise prevails, under conditions where the patron 
of a farmers cooperative utilizes his exemption from 
taxation to destroy his competitor." 
I am not happy about that expression, I do 
not mean to use it maliciously or improperly; but such 


competition is Obviously unfair. Continuing: 


"Two: It is Submitted there are no valid 
iWO Ra tore are no valid 


reasons whith justify the exemption of alleged CcO- 


Operatives: 


"1. The assertion that no income is earned}: 

"This may be a good legal argument as the law 
is now. It is not 4 taxation argument why a wider 
concept of income should not be incorporated into its 
statutory definition, or into the operative parts of 
the Act, 

"The: fect that income does not appear as such 
in the hands of the cooperative does not change the 
fact that its Substance reaches the Patron of a co- 
Operative ag profitably as it does the Shareholder in 


4a dividend. If the shareholder bears the incidence in 
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the one case the patron should do so in the other. 

dia either case the return comes from 4 business act- 
ivity carried on by a corporation after the commodity 
has passed from the primary producer." 

I wish to emphasize those words. Continuing: 

"2. It may be said that inasmuch as the entire 
return goes to the patron as part of the purchase 
price it is impossible to earmark any portion as tax- 
able in a way comparable with the normal income tax 
on profit. It is conceded that the difficulty exists, 
but it is a difficulty not from a difference in prin- 
ciple but because of a confusion or mingling of two 
different funds as one." 

I say that the Fraser Valley Milk Producers 
Association today is mingling what it formerly got 
as the going purehasing price of its commodity with a 
return which formerly was recognized as profit subject 
to taxation. These two things are now mingled in one. 
Continuing: 

"This is a difficulty of the cooperatives! own 
creation and the objection does not come with good 
grace from its originator, The sivoet ion is well ill- 
ustrated by the case of The Fraser Valley Milk Produc- 
ers Association and its absorption of the Associated 
Dairies Ltd. This will be discussed hereafter. In any 
event it will be submitted under a later heading that 
the difficulty can be overcome as effectively as is 
done in many cases of attempted tax avoidance now dealt 
with in the Act and in its administration. 

"S. The claim that the policy of the Act is to 


Zive needed assistance to farmers by permitting them to 
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cooperate for their own advantage: There are several 
answers - 

"(1) As has already been indicated the profit 
we are seeking to tax is not a farmer's profit as such 
but a corporation profit made under a corporate fran- 
chise in a business enterprise distinct from farming 
and which under tax exemption is allowed to fatten ana 


grow into big and bigger business." 


You reeall what Mr. Macken said -- that granted 
that Associated Dairies had continued, and granted that 
the other manufacturing activities had been also put in 
the control of a separate limited liability corporation: 
notwithstanding that, the Fraser Valley Milk Producers 
4ssociation, which would then be, in my submission, a 
pure farmers cooperative, still had many benefits which 
it could confer on its members, and it could keep going 
under these cireumstances. My instructions are, SO 
far as the complaint of unfair competition is concerned, 
that there would be no objection to the pure cooperative 
if divorced from all these processing and manufacturing 
activities which ought to be in the hands of companies 
and ought to pay income tax. Continuing: 

"(2) The exemption is a concealed subsidy with 
all its evils." 

EC is rather interesting to be able to say that 
to the farmers, and very justly so; fo; she farmer's 
complaint has always been about the concealed subsidy 
in custom duties -- that they have to pay these benefits, 
Partieularly to eastern manufacturing enterprises, and 
that such benefits are really concealed subsidies. be 


there is anything in that criticism, the thing complained 
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of is not corrected by adding another one to that group. 
Continuing: 

"(a) If a subsidy is paid the State is entit- 
led to know how much is being paid and to whom it goes. 

Wilby “fhe subsidy -dces nee go to the farmer 
most needing its benefits, but to those who are well 
established. 

oo) No "alleged' cooperative is really a 
pioneer. It is found in well established farming 
communities and generally where non-cooperatives are 
already Siving service. 

"(d) The subsidy is unfairly granted at the 
expense of competitors. The reward to the eo-operative 
is not only tax exemption, but the Opportunity and the 
means furnished to outdistance its handicapped competit- 
ors," 

MR. ARNASON: May I refer back to clause iD}, 
whieh reads: "The subsidy does not go to the farmer 
most needing its benefits, but to those wha are well 
established." Would you mind explaining that? 

MR. FARRIS: Consider the case of the Fraser 
Valley Milk Producers Association apenas Associated 
Dairies -- and I am talking now not of pure farmers CcO- 
Operatives but of cooperatives which have grown into 
proportions of such magnitude as to talk in millions 
and to engage in processing and manufacturing activities 
Of that kind, which are beyond the pure farmers cooperative. 
You are likely to find those connected, not with the 
Pioneer farmer but with farmers of the type you have 
Seen here today, whe are men of 4 very Superior stamp, 


among those most blest in the community. While that is 
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a good thing, still, if you are bonusing, I say that 
there is ncething in the circumstances of men of that 
kind to justify a bonus. That is what I meant, but I 
do not wish to labour it unduly. Continuing: 

"The claim may be made that the success of the 
cooperative is proof that it is more efficient and gives 
a better service to the public than its competitors. 
it is submitted that, if made, this argument is in cynical 
disregard of the realities. For instance, is the work 
of the Associated Dairies Ltd. better performed as part 
of the Fraser Valley Milk Producers Association than it 


was when it was a subsidiary?" 


Mr. Macken has assures us it is not. Continuing; 

"It is under the same roof, the same manage- 
Ient, and operates the same machinery. As said by Mr. 
Justice Rowlatt, the profits are made by Selling to the 
publie. It is believed there will be no evidence be- 
fore this Board that during the last year the Fraser 
Valley Milk Producers Association has given a better 
service to the public than was given the year before by 
the Associated Dairies Ltd., which entitles the Fraser 
Valley Milk Producers Association to an annual subsidy 
of over $200,000, or any part thereof. 

"(4) This submission is not intended to attack 
farmers cooperatives or to question the service render- 
ed to the producers. If by their combination they can 
add the middleman's profits to the producers Price ret 
them be free to do go. If they can serve the purchasing 
public as well, or better, than their competitors and 
by so doing get the business, by all means let them be 


free to do go," 
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I should add, after what Mr. Macken has enum- | 
erated, if they can accomplish all that, let them. But 
when they step out of that field into these other act- 
ivities,; then I say they ought to carry their weight 
in paying taxes. Cont tind ines 

"The non-ecoperative dairies ask no favours, 
but only for fair treatment. If cne pays a tax, the 
Other should too. 

"VI: Statistics in Support of this Submission: 

"1. The order-in-council appointing the Board 
directs an enquiry into 'the organization and business 
methods and operations of the said cooperatives.! 

"2. It is believed that not until completion 
of this part of the inquiry will all facts and figures 
be disclosed supporting the complaints made in this sub- 
mission. Much of this information can be secured only 
by the Board from the officers and records of the various 
cooperatives. 

"3. The statements in the Schedule are given to 
assist in the Board's inquiry. They are believed to be 
accurate, but incomplete.” 

That coneludes my first submission, namely, 
that there is unfair discrimination in taxation. The 
Second one is ‘Against public interests.’ 

THE CHAIRMAN: You will confer with Mr. Macken 
in regard to the figures set out on page 18°? 

MR, FARRIS: Yes. 

THE CHAIRMAN: And you will submit a memorandum? 

MR. FARRIS: Yes. I will give it to Mr. Parker. 
Now the Third Part, with reference to the proposed amend- 


ments, I wish to read very carefully. First, it is sugg- 
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ested that section 4(p) should be repealed. The brief 
states: | 
"THIRD: PROPOSED AMENDMENTS: 

Mia ee lriS Coroperatives: 

"Seetion 4 (p) of the Income War Tax Let 
should be eeedataa and a new section should define true 
cooperatives and should limit the exemption from taxat- 
jon to thisclase. It has already been outlined what 
should constitute true farmers cooperatives. Other 
types are not dealt with in this submission. They are 
set out in Sec. 4(p) paragraph one. It is submitted 
that ‘'dairymen' should not be again included. Dairy 
farmers are ineluded in 'Farmers Cooperatives!. 'Dairy- 
men! might include ccoperative dairies processing milk 
and making butter, cheese, ete." 

According to my submission, they should not 


f 


be exempt. That is a Manufacturing institution. A 


dairyman is a man who owns a lot of milk cows producing 


milk. 

I come now to the proposal that section 3 of 
the Income War Tax Act he amended in the manner set out. 
This is to deal with whet I term alleged farmers cooper-~ 
atives, and what I am Saying about that would apply to 
other types of cooperatives thare are not strictly 
fishing or fruit-growing. I only mention that because 
in the end we are all in the same boat. 

This is only a proposal to illustrate what 
can be done and I know it will run up against a great 
deal of criticism, which of course is desirable, be- 
¢ause I would not expect that it would emerge in the 


form in which it now appears. But it can émerge with 
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the same principle there to meet the facts. I quote: 


"IT, Section 3 of the Income War Tax BOs 
which deals with taxable income, should be amended by 
adding Section (i); 

"Where a cooperative in its returns shows no 
income and its members or patrons are receiving returns 
or the benefits thereof, whether as part of the alleged 
purchase price or Otherwise, which are compardiie to tax- 
able ineome in the case of an existing cr hypothetical 
non-cooperative company in similar business, the Minister 
Shall estimate what would have been the profit or gain 
of the ccoperative if the returns had been received 
as inecme." 

Take as an illustration the Fraser Valley 
Milk Producers Assceiaticn. There would be no more 
arbitrary exereise of power in this case than is found 
in many places in connection with the present Income 
Tax Aet, and there would be no difficulty in saying 
what the income of the Fraser Valley Milk Producers 
association weuld be, Continuing: 

"The amount so determined shall be deemed to 
be income of the ccoperative and as Such liable to 
Income and Excess Profits Taxes. Without restricting 
the generality of his powers such income mey be deter- 
mined by the Minister in cases where it appears to be 
adequate and equitable so to do by taking the Spread 
between the price at which the preduct is sold and the 
anount paid to the producer at the time title and/or 
Possession to the product is received from the producer, 
less necessary expenses; and, in cases where an income 


determined in this manner is not adequate or just, the 
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Minister shall adopt such basis as will best determine 
the income and, for this purpose, the Minister may de- 
fine the portion of the selling price to be income 
whether the same has been paid to the members or patrons 
as purehase price or in the form of patronage dividends 
or otherwise and in go doing the Minister may take into 
consideration the fair rental value of land, buildings 
and machinery owned and operated by the cooperative to- 
gether with fair return which Ought to be derived from 


labour employed by the cooperative,” 


© Understand that in many business institutions 
today, where profits are not brought in, which the de- 
partment tema eae proper, it figures what the turnover 
is, what the business ought to show, and it assesses on 
that basis. Continuing: 

",...and may estimate what is fair return on the 
capital invested in the assets of the cooperative, 
whether the same is represented by shares, participat- 
ion eertificates, member deposits, contributions or 
loans, or in any other form which may in his opinion be 
designated <s the equity of the members in such assets. 

"The amendments submitted above indicate the 
type of legislation proposed in line with the principles 
submitted herein. These proposals will require further 
revision by the taxation experts of the Department. It 
is believe that in substance they are sound and practical 
and if the problem is approached with the Same diligent 
zeal to make it effective as cheracterizes other activ- 
ities of Departmental Officials there will be. no digric— 
ulty in making the amendments valida in form and effective 


in operation. 
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"The proposed discretion conferred on the 
Minister is in line with many existing provisions of 
the Act, Reference is made to the following sections: 
Section 3 (2) (a); Section 5 (a): Section out RIO 
(n); (2) (3) (4); Section rt (5); Section 13; Section 
21 (3); Section 63; Section 23 A. and B. Section 26 
(2); Section 27 a (e)5" Section Se Aerie angen. Section 
88 (7); Section 89 (2), Section 10 (2). 

"This presentation has been based on the assum- 
PuLron thats Corporation Income Tax is justifiable when 
Tie aCe Fateh y discriminatory. It is believed that the 
present Act can be amended to operate fairly. If it is 
found that this cannot or will not be done and its 
discriminatory effect is to remain, the tax should 
be branded in its true character as discriminatory, 
unjust and inadequate. If it is so revealed in its 
true character, a sense of justice and an aroused pub- 
lic opinion will demand its. repeal so that all income 
tax will directly fall on all individuals beneficially 
receiving income. Failing effective amendments, in 
this way only will discrimination be eliminated and eq- 
uality of burden be restored. | 

"All of which is respectfully submitted, 

J. W. de B, He sweets 
Counsel for Jersey Farms Ltd. 
Turner's Dairy Limitea 
Creamland Crescent Dairy Lod. 
Document filed with briets 
Schedule re: I, Fraser Jaliey Milk Producers! 
Association and Associated 
Dairies Limited. 
It. Richmond Milk Producexs! Limited 
III. Melrose Dairies Cooperative 


Associetion, 
IV. Island Farms Cooperative Associatio. 
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MR. MACKEN: In view of the fact that Mr.Farris 
did not assume responsibility for submitting proofs, 
will an opportunity be given, Mr. Chairman, to deal with 
this brief before you leave the community? 

THE CHATRMAN: How would you propose to deal 
with it? 

MR. MACKEN: We are denied the right to cross- 
examine the witness. 

THE CHAIRMAN: I have no doubt Mr. Francis prop- 
oses to deal with the brief. I take it) Mat Parris; you 
realize that you went a little beyond the mere réading 
of the brief. 

MR. FARRIS: Perhaps I did, Mr. Chairman. 

THE CHAIRMAN: You submitted arguments based 
upon the brief. Does Mr. Francis want to have an oppor- 
tunity of replying? 

MR. FARRIS: From my standpoint, there is no 
objection. 

THE CHAIRMAN: I would not think so. 

MR. PARKER: There is a misconception in this 
Matter, Mr. Chairman. Mr. Francis inquired about a copy 
of the brief on behalf of Fraser Valley. He does not 
propose to reply on behalf of Fraser Valley, but Mr. 
Macken desires to do so himself. 

MR. FRANCIS: I am not retained by the Fraser 
Valley Association. I made a request on behalf of the 
other cooperatives whom I represent. That request was 
not made on behalf of the Fraser Valley people. 

THE CHAIRMAN: Mr. Macken, I believe, made that 
request himself. 


MR. FARRIS: I did not make this submission in 


ne i Vict vs a, se 


ae =a 
eae eee Wek 


* 


ww et £3 i oma ems 


ae ees 


- 


* ; ps < i. he ' me b= 
r if ingens as aay 
rT “arored er ole. 
ines 23 ; 7 BOY . ay 
4 ) = ce oe as 
Pky ee i 
. st fol vA Ti. ees y 
iy ee: 3 bey oy a he eh Sones 
: ip - : f : ry 7 a? ny ACPI LA “a aol -€ 


- + 
i aj 
2 a4 cd oy oe 
x An t a # ot 
- Ps . . “ é 
i $ . Say ee, seat ua ore Se niane: 
. . - - é te - E 
. £49.47 , 
u ; “} + Ee = ws 4 : i 
PA ~ 
: 
ass j 
: ¥ ‘ hes So. Aas = tN 
2 5 : 4 3 arts ' : smh 
< : a Rees i ay che i - cat woolen hy : 
ae pestesy ton tee Hees ie iss y 1 ES PS act . 
a dl . 
‘ ‘ q i ae) § 
; nk e . Ee re 
E: > ry =a nk; Ps P Cress ye. ee : : 
Ae ‘ or a bake = as gett, 
a oe ‘ . wt ie 7 a . > aoa - ace # Ay - 
Tad i ¢ _ 
. ‘ : 
< ‘ . 
‘ 7 
? ; : n te - eee oes We. + ° 9 
} . 5 o . Fs ’ 5 . rae $ fs 
ze iS ont 
ry : Ey € ‘cae os at r 
n eters ‘ ae fa Bees 
Z Ps 4 “i 
i) 2 a 7 et eee Wee Qe we 
i: =e < 4 , ae fe 
: ot y +. 2 - E . S)> . ' 
e - 
‘ ‘ . 
. a 0 x goen a a 
“_ it a ria 4 y = E . : C a 5 ap 
{ } 7 
~ i i, te 
es * ‘4 m0 - Co 7 - r) oan Re + fe 
: : ‘ & 3 .* Be ee a ‘ eo 
* Ls ‘ rd ve 
= ‘ dha ‘ x 
j se 7 = SR chee - aan 7 
‘ . <i ‘ . ries r 4 ae 403 
e - ~ x a. : . 
%& i f i] t 
: f a 
ay iy = 4 - 1 > 4 : aT ue . 
2s Ses) = z- - : es - ’ etm Sassi & z end a aes oe 
: a 4 s e ‘o> 
A i , . a , 
! —— , 


B-243 


-243- Mr. Farris 


in the expectation that there would be no reply. 

THE CHAIRMAN: The argument put forward by 
Mr. Farris concludes these two briefs for the moment, 

I take it. 

MR. PARKER: Yes, Mr. Chairman. As I understand 
it, this brief is completed. Mr. Farris has made his 
comments and we are ready to proceed with the next. 

THE CHAIRMAN: I woulda Suggest that Counsel 
again get together on that question. 

MR. PARKER: Possibly Mr. Francis and Mr .Macken 
can decide who will reply to Mr. Farris. 

THE CHAIRMAN: That is Satisfactory. I think 
that will do for today. 

MR. PARKER: It igs suggested that tomorrow 
morning we begin with the brief submitted by Mr. Tupper, 


which will be followed by Mr. Locke's presentation. 


The Commission adjourned at 4.30 p. m. 
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January 17, 1945. 


The Commission met at 9 a. me 

MR. PARKER: Mr, Chairman, my suggestion this 
morning is that Mr. Macken, if he so desires, ought to 
be given a reasonable length of time to make any com- 
ments he may wish to make by way of reply to the sub- 
mission made yesterday by Mr. Farris, 

THE CHAIRMAN: Is Mr. Macken here? 

MR. PARKER: I do not think he is here at the 
moment. It may be that he has been delayed a little. 

THE CHAIRMAN: Jf understand that all that remains, 
so far as these two briefs are concerned, is a reply 
from Mr. Macken. That will close the briefs. When he 
comes we will hear hin, 

MR. PARKER: In accordance with the tentative 
arrangement that has been made, subjeet to your approval, 
Mr. Chairman, I Suggest that Mr. R. H. VOD DOTS ene. 
on behalf of certain feed companies, deal with the brier 
which he has filed with US 4 

THE CHAIRMAN: We are ready to hear Mr. Tupper. 

MR. TUPPER: If it pleases the Commission, the 
Submissions I am about to Make are on behalf of the 
Brackman-Ker Milling Company Limited, Buckerfield's 
Limited, United Milling and Grain Company Limited, and 
Scott & Peden Limited. I Should like to read thig Drier, 
which in some sense is argumentative, though it does 
contain certain facts, and then call Mr. Buckerfield to 
Prove the facts set out in the brief and to develop them 
with the aid of some figures which he will offer you. 

It reads ag follows: 
"1, The four corporations on ions banat 


these submissions are made carry on active business in 
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in dealing in farm produce in British Columbia, princ- 
ipally in feed for cattle and poultry. Hach of them 
has other substantial lines of business with farmers’, 
as for instance, the sale of seeds, Porvids Zen) (eG. 
Each of them renders service to the farmer in giving 
technical advice ané extended credit, Together they 
represent the greater part of such business which is 
done in British Columbia by other than cooperative 
associations. Hach of them was incorporated under 

the Companies Act either of the Dominion of Canada 

or the provinee of British Columbia and is subject to 
the full measure of taxation under the Dominion Income 
War Tax Act and the Excess Profits Tax Act 1940; each 
of them is engaged in a line of business in direct 
competition with cooperative associations. 

"2. These submissions relate solely to Clause 
1 (ec) of the said Order-in-Council which directs ing- 
uiry into 'The comparative position in relation to 
taxation under the said Acts of persons engaged in any 
line of business in direct colipetition with cooperatives”, 
and to representations as to 'a just fair and equitable 
basis for the application’ of the said Acts to co- 
operatives; your submissioners cannot assist the Comm- 
issioners with respect to the other matters for inquiry 
under the said order. 

"3. In limine it is stated your submissioners 
have no criticism to meke of the true cooperative method 
of doing business. They submit that this consists ina 
combination of persons purchasing what they require 
(naturally in a large quantity, and thus at a lower price 


than would be the case in an individual purchase), paying 
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for these requirements from their taxed incomes and 
benefitting by their combination either in the form 

of a low initial price or in a bonus representing the 
Saving in price made possible by their combination. 

For reasons which will be given later it is thought 
that however proper this true cooperative method may 
be, and however advantageous its results may be to 
those profiting by such combination, it is not of 

the same advantage to the whole community as the usual 
corporate or individual method of doing business where 
Success depends upon ability, initiative and industry in 
competition, rather than upon a special advantage to 
the purchaser. Thus it will be submitted that there is 
no national economic good reason to encourage by sub- 
sidy or otherwise true cooperative methods. But these 
submissions will be primarily directed to show that 
under our subsisting laws, subsidies are in fact paid 
to so-called cooperative societies which have carried 
the advantage of combination far beyond the point where 
it could justly be said that mutuality in the buying and 
selling of property exists. 

"4. The only objection taken by your submiss- 
toners to cooperatives, operating either with real or 
pretended mutuality, is in the subsidies now received 
by cooperatives in the form of exemption from taxation. 
Thus it seems proper to advance the Opinion,. briefly, 
that the elimination of the subsisting taxation upon 
distributed corporate profits which are taxed again 
when received by the recipient would constitute a just, 
fair and equitable method of ending the present unjust 


discrimination against corporate business not only 
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vis-a-vis cooperatire societies, but also in respect 

to partnership and individual business. That the dan- 
ger to the country inherent in this discrimination has 
not before been more apparent is due to the comparative- 
ly recent date sine when this discrimination has been 
very Serious in amount, and because during that time 

the imminent danger of war has made economic dangers 
seem innocuous. In 1919 only $9,349,000 was realized 
from income taxes both corporate or personal. In the 
year ending 3lst March 1944 corporations alone paid in 
Income and Excess Profits Taxes $780,097,000 or 48 per 
cent of all Income and Excess Profits Taxes paid in 
Canada. Only in 1938 did these corporate taxes reach 
$100,000,000. What was unremarkable in 1919, constit- 
uted nearly twenty years later, a serious matter when 

it had Eaeeneea more than tenfold. In the last six 
years the increase amounts to about eighty-four times all 
income taxes raised in 1919. In addition to the injust- 
ice of double taxation the following disadvantages to 
our national economy arise through the penalty thus 
imposed upon corporate activity. 

"(a) The tax is, in a genes, 2 indirect one 
not realized by the individual who bears it. 

"(b) It is a levy at the same rate upon those 
capable and incapable of bearing the burden of heavy 
taxation. 

"(e¢) Heavy corporate taxation discourages 
corporate initiative and the development of our reg- 
Ources in material and human endeavour, by a suitable 
method, and one which has in the past century done 


more than any other to further such development. 
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"(d) Such taxation favours development with 
borrowed money rather than with venture capital. Thus 
it favours the more precarious forms of financing. 

"(e) Its elimination would result to some 
extent in lower prices to the consumer, in higher wages 
and greater earnings to the Shareholder or in one or 
more of them; thus inereasing the returns from the 
personal income tax, 

"(f) Corporate taxation removes the incentive 
to investment in such undertakings. Those with suff- 
icient capital may employ it in partnerships or indiv- 
idually. But the Capital which has made possible the 
greater part of our material progress has been largely 
furnished by those incapable of personally conducting 
any large undertaking, History can furnish examples 
of the result of taxation which because of its ease 
in collection, has been imposed inequitably and has 
resulted in the destruction of what the tax gatherer 
should cherish -- the sources of wealth and employment. 

"5. The 'Co-operative Associations Act! of 
British Columbia (R.S.B.C. 1936 - 53) by Section 13, 
directs that the profits from the business of an assoc- 
iation shall be apportioned as follows: (a) by setting 
aside not less than 10 per cent of the net profits as 
a reserve fund until it is equal to the following 


percentage of share capital: 


$25,000 or less SO per cent thereof 
$25,000 - $50,000 20 per cent " 
$50,000 - $100,000 10 per cent " 


Over $100,000 - such percentage asthe rules 


require, 
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"(b) such dividend as the rules provide not 
exeeeding 8 per cent; 

"(c) distributing the whole or any portion 
of the balance to such persons as its rules determine. 
Profits not soapportioned may be used for propaganda 
of cooperative principles or the general purposes of 
the Association. 
"Unless some sound economic and national reason exists 
for subsidizing cooperative associations, and it will 
be later submitted that there ean be no such reason, 
it is thought nothing can be advanced in argument to 
Support any tax exemption upon profits of a cooperat- 
ive devoted to increasing its capital, paying dividends 
upon its capital or in advertising the cooperative 
principle. Whatever virtue there may be in the ar g- 
ument of mutuality cannot apply in any one of these 
cases. Moneys earned as profits in a joint enterprise 
which are devoted to increasing the joint assets 
either in property or (by propaganda) in goodwill cannot 
for taxation purposes be distinguished from a dividend 
distributed rateably amongst the members in proportion 
to their capital investments. Such additions to 
capital and such dividends are indistinguishable 
from those devoted to similar purposes by ordinary 
trading corporations after taxation. Unless as a matter 
of good policy it is intended to end all corporate ent- 
erprise that does not take a cooperative form they should 
be treated alike. Taxation has made it difficult when 
not impossible for the trading corporation to finance 
capital additions from what remains in profits after 


taxation. If it is to grow in competition with co- 
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operatives, if it is to give employment, if it is even 
to remain taxworthy, indeed often if it is to continue 
business, it must borrow money for expansion. For 
taxation will make it increasingly difficult to att- 
ract money invested as share capital. In the meantime 
the tax-free cooperative hag money readily available 

to construct additional Plant and machinery with which 
to compete with the taxpayer. With the assurance of 
tax-free money with which to pay dividends, the co- 
Operatives can attract any capital investment which 

may be required. It has ample tax-free money to spend 
in convineing the public, and it should not be a hard 
task, that membership in a tax-free cooperative brings 
advantages to the individual (but not to the country) 
that .he cannot obtain by investing in the usual corp- 
Orate undertaking. The injustice of this discrimination 
takes a fanciful character when it is realized that 
One-half at least of all the benefits received by co- 
operatives, are conferred by their corporate competitors 
While the other half come from the general public which 
is never alert to see the disposition of moneys paid 

in taxes. Cooperatives exist in Canada only by the 
grace of those who pay for the administration, security 
and development of this country. The fact that they enjoy 
these benefits without contributing to the fund which 
makes them possible, is tantamount to receiving a sub- 
Sidy equal to the Many millions of dollars which would 
be their share of the national taxation of incame. 
Their corporate competitors pay about one-half of this 
National taxation, and thus vy law contribute to that 
extent to the Support and development of institutions 


which, given a continuation to these conditions, must 
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inevitably destroy them. 

"6. It is thought that closer consideration 
shoulda be given to the tax exemption presently given 
to the distribution of prefits in the form of patron- 
age dividends, than to the self-evident inequity of 
tax exemption to the other methods of employing cO- 
Operative profits described above. There can be no 
doubt that when tax exemption was granted to co- 
operatives it was not done upon any legal or logical 
theory that their profits eould properly be disting- 
uished from profits accruing to an individual, a form 
or a true corporation. The exemption was granted it 
is assumed for much the game reason as exemption is 
granted to institutions carrying on charitable or 
educational enterprises without gain. It was thought 
that pec eras would consist of smaller groups of 
poorer persons combining to purchase cheaply necessit- 
ies of life; that there would be no gain or profits, 
and such enterprises should be encouraged. It is note- 
worthy that in other countries which had adopted a sim- 
ilar practice such exemptions were removed when inquiry 
showed the cooperative movement had Sehaaaen the size 
and character it has reached in Canada. That no logical 
theory lies behind the exemption is clear in that it 
applies equally to all profits whether added to reserve, 
paid in dividenés upon share capital or distributed as 
patronage dividends. However in seeking post facto, 
justification for this exemption, cooperatives have arg- 
ued that in fact no profit arises in cooperative dealings 
Which could be subject to taxation. They allege that, 


however, their transactions may appear upon their books, 


Nhe eutatao's nto a 


a can ae Aa - a 7 
Popaiten 3 fy 20 bade ah agli = sobwdigtel® if 
i tee BbGSBIV LD | 


- 
os 


fipeat peablveretes “eo co) ade 

ie sini ‘$y zhosisom note oat reece! ay , 
on ay: es ¢. ete? seo “pga bx Rots ne eiong tee 
sy then Ba ‘AO dfamexe aa seste,.2 raat toyed” 
nett amob jon saw at ‘Sevttane® 
waviae tb ge ef .edets stad pi Ltoxd bo asd Jade “eon : 
oa, / ; aaah Gis BA LODOOR 2423070 bat pete by 


ati: Beek au 
oie ae 


ngitsi0q1e4 Busy, & 0 > 


* 


Py 
os 


q 


“he 


i = 
Ls 8 


a 
ay 


fasinet mm Fagus Ye 


e Deena? Rae Bos deitts oa ‘Gumyee ‘ed 


snoLtusident os ene 


Ho oo BOY TINS 


ise todd lw) Bea trgeecee Senottiaoube 
tam oe 1s seaod. BED om novitays 10998 tei? 
a5 seedanu ov pa ondnas, eaounoa ‘someod 
jabtor if ae ee os DEwow, 8 a sadd. “Teted to eai 1 
Raton 2 A - aT oo Tae heaee ash: bay ee) 


peas feo bat abay eo esmies <gp20 at. “seats. wiptow 
pete! : i otustioten so.o Ewen fave. “gobi pare ora a } 
ore cy ohagde Bed shoctivon’ axbdendeRe sas penete, | 
fgnine i Pe aes si peanee at ai, cot pu ta pris 
a i at eel 2 ic bamiaxe wilt, patted ee ptf “tend a 
iy: pw tiligs -adtaide 2¢2 00 en ee ‘ob gibicg ‘es sisaa 
F can eS a 
Be fh : 10 List Ege sial neh nogu gpdiebiy i. nes ‘bing 
ert Th ae sccieud ab several sbnohers epeno stag 
qe eid Kn ERE § sbi vs OR soltnsi siti 


pot canals 
Lae wave = Gk © om 
smth tat} obs jpand oF. Senile’ re shade iolnie 


ane 


i i : 


, zor a«od 


B-252 -252- Mr. Tupper 


whatever the form of contracts may be into which they 
enter, notwithstanding they have corporate being and 
the advantages that accompany it, whether their men~ 
bership is great or few in number, whether they trade 
amongst members exclusively or with all the world at 
home and abroad, yet they argue they must still be 
regarded as a combination of persons, buying and sell- 
ing goods of whieh they are the owners, and thus no 
profit can arise. The personification of corporations 
was settled in our law in Saloman vs. Saloman 1898 

A. C. and the principle was maintained in taxation 
matters in The Pioneer Laundry Case. Possibly the pop- 
ular view, which follows the legal concept, of a corp- 
Oration as an entity apart from its members, and goes 
further in endowing this entity with personality and 
character, has done much to obseure the evils of double 
taxation before referred to. But it is apparent no 
group of persons should be permitted to secure the 
benefits of a corporate entity for trading purposes and 
Still allege that for taxation of profits earned by 
corporate efforts, one must look to what are called the 
real facts and find that a member has sold or bought 
his goods to or from himself and others with himself. 
It is submitted that ‘mutuality’ exists only when co- 
operative trading is strictly confined to its members. 
Styles v. New York Life Insurance 1889: Jones vs, 
Southwest Lancashire Coal Uwners 1927: Mutual Insurance 
Pree HilTss1038. But even where such mutuality 
exists, and a fortiori where there is no mutuality and 
trading is conducted upon a large scale and includes 
Sales and purchases to and from non-members; it should 


be permitted to be used for tax avoidance. The co- 


ou! 


B-253 


-2593- Mr. Tupper 


operative Association Act of British Columbia refers to 
"the profits of the Association;' such profits in fact 
arise through the activities of the Association. There 
is no good reason way the benefits accruing to certain 
individuals as a result of Such activities should es- 
cape the taxation which is imposed upon identical ben- 
efits arising from the same activities by others in 
Canada. The income of charitable associations which 
are not operating for gain are exempt from tax. Suppose 
that such associations numbered 4,431 places of bus- 
iness in Canada and while being careful to make no 
gain for their members they distributed the profits 
arising through an annual business of over $350,000,000 
amongst nearly 600,000 associates and over 600,000 
patrons and in this fashion avoided payment of approx- 
imately 100,000,000 in annual taxation. If in that 
Suppositious case the courts determined that the oper- 
ations of such associations were exempt from taxation, 
would not legislation be required to correct at once 
an abuse of what had before then been a reasonable 
and proper exemption? The figures given are those re- 
lating to cooperative business associations in Canada 
in 1943 taken from a study prepared by Messrs. A. R, 
Richards and Lucienne Lalonde of the Market Service 
Economics Division, Department of Agriculture, Ottawa, 
entitled ‘Co-operation in Canada 1943'. The figures do 
not take into aceount Credit Unions or Farmers Mutual 
Insurance Companies, 

"7, The illustration chosen above consisted 
of the supposed abuse of an enterprise, to wit, charity, 


admittedly of benefit to the country and all persons 
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therein. It is submitted that there is now no natio- 
nal benefit in cooperative associations which might 
justify the national Subsidy they now receive in tax 
exemption, but that in fact this subsidy has removed 
from these associations the necessity of meeting the 
competition without which progress is not likely to 
be made. 

"The poultry industry is of importance to the 
wellbeing of the farming population of the Fraser Valley 
in British Columbia. The cooperative movement is well 
and long-established there. 

"The Fraser Valley farmers must dispose of their 
eggs profitably, and it might be supposed that the co- 
operative would provide an outlet for this essential 
produce of their members. But the egg market is highly 
speculative; the business requires considerable capital 
expense, alert business judgment and above all a will- 
ingness to support this business judgment in taking 
those business risks without which some forms of business 
cannot exist. It is significent that cooperatives 
purchase no eggs in the Fraser Valley, and the poultry 
industry there depends upon and is supported by taxed 
corporations in the marketing of their produce, while 
it patronizes untaxed cooperatives for goods which can 
be dealt in without risk. 

"It is submitted that while private enterprise ig 
encouraged in the Canadian economy it is illogical to 
Support by subsidy a movement which discourages the free 
flow of trade between all Canadians, and makes for a 
Testricted trade where local interest and occupational 
Similarity come first in the Uraders’ mind, (77 trading 


Corporations gave any preference in trading to share- 
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holders, to residents of a restrictive locality, or to 
persons of one Occupation, not Only would they, lacking 
any subsidy, soon cease to carry on any business, but 
their dissolution would not be regretted by any person 
who desired the Proper development of Canadian trade, 

"It is not Open to debate that it is of advant- 
age to the country to have a large ana prosperous farming 
Population and no exception would be taken by your suk- 
missioners to assistance to farmers who were required to 
Pay more than a Proper price for their necessities, or who 


were able to pioneer farming districts without support. 


But it is submitted that the best protection 
to such farmers is the initiative and competition of 
trading corporations who have Supported farmers and 
farmer-organizations including cooperatives with long- 
term credit, technical advice and other Services not 


obtainable elsewhere, 


Only so long as the cooperative movement was 
small and was directed to the assistance of pioneer com- 
munities and thus hed a likeness to Charitable Oorganiz~ 
ations rendering services to the indigent which the 
State wished to encourage and yet thought not proper to 
discharge, could any proper reason be advanced for the 
tax exemption of cooperatives. No such Situation now 
exists in the cooperative movement. If any institutions 
engaged in trade can be termed charitable organizations, 
Surely it must be those corporate bodies in Canada who 
supply nearly half the money with which their cooperat- 


dve competitors are subsidized in the form of an unjust 
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unfair and inequitable remission of Income ana Excesg 


Profits Taxes, 


Each one of your submissioners is prepared 
to place before your Commission a statement showing 
its gross business, and its net profits before and 


efter taxation Since 1936. 


All of whieh igs Tespectfully submitted. 


‘2 H. Tupper! 


Of Counsel for the Brackmane 
Ker Milling Company Limited, 
Buckerfield's Limited, 
United Milling and Grain 
Company Limited and 

Seott & Peden Limited. “J 
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Without yielding to the temptation to indulge 
in argument, I Should like to vary slightly the argum- 
ent developed in a part of this brief in relation to 
patronage dividends, The companies [I represent all take 
this position, that from the broad point of view, for 
the benefit of the farmer on whom they must rely for 
Support, and whose prosperity is their prosperity, 
the farmer is entitled to the benefits arising from 
production, and they do not take the position taken yes- 
terday by some cooperatives that there should be no price 
maintained. ‘Two witnesses for tho cooperatives argue 
that they do not interfere with Competing corporations 
because they do not Maintain a high price for goods. 
Our position is the contrary. We think that the farmer 
is better off if unrestricted competition prevails among 
all those doing business with him instead of drawing him 
260 2 cooperative group where he has some inducements to 
buy supplies. 

So far as the patronage dividend igs concerned, if 
that were treated aS a reduction in the price of goods 
he buys, or as an increase in the price of goods he sells, 
we would have no objection to it. That would be Only com- 
pbetition of the kina which we are prepared to meet. But 
the present Situation, in our Opinion, is comparable to 
this, in our case. If we came to the end of our year ana 
looked to our profits and saw that they were considerable, 
that there woula be high taxation, and that a good deal | 
of the profits would accrue to the Crown, it would be to 
Our selfish advantage to say, "We Propose to distribute 
4 great part of these taxable profits in the-form of 


Some rebate to those with whom we are doing business." 
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It would be even more vicious. We woulda increase good- 
will, but it would be more vicious in that if we propos- 
ed to distribute profits nominally, while actually keep- 
ing them in our till for FEucwinpeee of aiding us in the 
next year's business. 

So far as the patronage dividend is concerned, 
if it were definitely paid in cas aS a reduction in the 
purchase price to the farmer, we would have no objection. 
That is the kind of competition we are required to meet, 
and we are prepared to meet it on the basis of competit- 
fon strictly and on the basis of ability to conduct 
business. We object, however, to two features. First, 
it is not a fair form of competition, and Secondly, it 
adds to the ability of our competitors to compete with 
us. It goes into additional plant, which we find great 
difficulty now in financing. 

THE CHAIRMAN: That is, the accumulations? 

MR. TUPPER: Yes. I will call Mr. Buckerfielad 
On that point, to establish the difficulty which we are 
faced with in financing, in the borrowing we have to do, 
which is not required by the cooperatives. 

EB. E. BUCKERFIELD, | 

Buckerfield's Limited, 

having been duly sworn 

testified as follows: _ 
BY MR. TUPPER: 

Q- You are President of Buckerfield's Limitea? 
A. Yes. 

Q- How long has your knowledge of the feed bus- 
iness extended in British Columbia? A. Since 1909, 

Q- You have been actually engaged La Ane 


4. Exeept during the Great War, when I was away. However, 
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I started my present business in ari Lolo 

Q- You heard this brief read? bah! Tilly's be Be bs 

‘Q. So far as the facts relate to your company 
and your associates with you in this Submission, so 
far as the first paragraph is concerned, are those facts 
correct? A. Yes. I read it over. 

wa Your companies together do the majority of 
the feed business in British Columbia whish is not done 
DY ‘the cooperatives. A. Yes; that is rgb Wed alrhe 

Q. If the.Commission Pleases, I will lead the 
witness. Now, Mr. Buckerfield, I want you to confirm 
the figures which you have given me with regard to your 
annual business during the last four years. I will give 
you this after I have read it to you. Are these the 
audited figures and are they correct? 

THE CHAIRMAN: Are you filing that statement? 

MR. TUPPER: TI have not sufficient copies for 
filing at the moment, My Lord. 

THE CHAIRMAN: Gan you give one to Mr. Parker? 

BY MR. PARKER: 

Q- I want to know whether these figures are 
from your auditors' statement and whether they are corr- 
ect. The 1941 business was, in round figures, $4,799,000; 
for 1942, $5,707,000; for 1943, $6,838,000; end for 1944 
$10, 282,000. Those are round figures. 4. You are 
taking them from Our audited statements. 

Q- They are correct? A. Yes, 

2+ How do you account for the large increage 
from year to year? A. Partly on account of the inc- 
reased Production required for the war, and partly from 


the way in which we Manage our business, by Siving better 
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feeds and so on. 

Q.- In other words, you have had to grow and 
to develop? Ae Yes. 

BY MR. VAUGHAN: 

Q- How much of that would be represented by 
an inerease in price? A. Non, beeause the price has 
been frozen since 1941, 

BY MR. TUPPER: 

Q- In those four years, did you make a gross 
prorit of $622,709 before taxes? As 6 6If that is the 
Statement I gave you that would be correct. May I 
see it? 

Q- Yes. Here it is. As Yes. That is 
correct. 

Q- That represents a profit of about two and 
One quarter per cent in your turnover, A, That ais 
Pets 

@.. That is the Margin of business? i. Yese 

Q. And your taxes? A, $300,000. 

Q- Which leaves $322,000 oda? You paid a div- 
idend on your preferred stock of $75,600. Ae sin ee 
four years. | 

Q. Is that four or five years? It is four 
years? A. Yes, 

Q- And that left you $246,000 to deal with? 
A. Yes, 

Q- That is, after having paid taxes? A, Yes. 

Q- You spent on capital account $355 , 503? 

A. That is right. 
Q- And you have increased accounts receivable 


in your books of $363,000? A, Yes. 
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Q- That totals $718,000? A. Yes. 

Q- How did you find that money? A. We 
found $240,000 odd out of profits and the rest we had 
to borrow from the bank. 

Bey You had to borrow another half million from 
hen dank?) Ae. Yes. 

Q Q.- You heard my reference in the brief to the 
egg situation in the Fraser Valley? ie Yos,. 

Q- Have you a copy of your letter to me of 
January 13? A. No; I don't think IT have. 

| Q- Were the statements in the brief correct 
respecting the egg situation? A. Do you mean the 
Statement to the effect that the cooperatives do not 
handle eggs. 

Q Yes. A. Yes. Only private companies 
handle eggs in the Fraser Valley and the evidence was 
given yesterday that this business is not speculative. 
There is a ceiling and there is a cellar and the difr- 
erence is twenty cents a dozen. You figure on $60.00 
&@ case and when you handle a thousand cases a day there 
is a risk in handling them. The highest price under the 
Wartime Prices and Trade Board is around fifty cents 
and the lowest is thirty cents, so that the dealer in 
eggs has the risk of that range. 

GQ. -in other words, every time you buy eggs you 
take a risk in a considerable amount? A. Certainly. 

Q- J will give you certain gross figures. 
During the four years did you purchase 199,523 cases of 
©g8s having a value of $2,116,000? A. If that is what 
I said in my letter. I got the figures from the records, 
Yes; that is correct, taken from the records of the 


company. 
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THE CHAIRMAN: What is the reason for that 
risk? 

THE WITNESS: Well, in the spring when there is 
@ flush production of eggs, the market goes down, and 
in the summer when that flush production goes down the 
market follows. The Government says that while there is 
an export surplus the price will be thirty cents, that 
is for shipment to the United Kingdom. It is a Matter 
of the law of Supply and demand. 

BY MR. ELLIOTT: 

Q. Is that a seasonal movement, which usually 
falls in the spring and rises in some other months? 
A. Yes. 

Q- So that to that extent it is possibly not 
as risky as the difference of twenty cents might lead 
us to suppose. 4. It all happens within the space of 
some days. 

Q- But you come to expect a certain state of 
things in the spring, though you cannot tell precisely 
when it will happen? A, But you cannot stop taking 
eggs from your customers. 

Q- You can, however, anticipate to some extent 
that there will be a fall? 4. Yes. On the other 
hand, you cannot sell ahead. 

BY MR. ARNASON: 

Q. In view of the export arrangements to Great 
Britain, consequent upon negotiation between the Canadian 
Government and the British authorities, do you not find 
that the handling of eggs is less risky under those con- 
ditions than. it was under the conditions Maes existed 


before the war? A. I don't think so, sir. The spread 
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was not so great before the wer -- six or seven cents 

a dozen was regarded ag a big swing in eggs. Now, if 
there is not a sufficient quantity of local eggs to 
Supply the British demand, up goes the price, “Last 

year the top price was fifty cents, and the Government 
price is around thirty cents, which is a wide spread. 
The Government is of great assistance to the farmer from 
the standpoint of establishing a cellar. I have seen 
eggs around eight or nine cents. 

Q. That Government assistance which you speak 
of is also assistance to the dealer? A. Yes, when you 
get below thirty cents. 

THE CHAIRMAN: Does the perishable nature of the 
commodity accentuate the risk? 

THE WITNESS: Yes, because you cannot store for 
long; you have to buy and keep moving. 

THE CHAIRMAN: What do you do with eggs which 
you cannot store? Have you facilities for processing 
them? 

THE WITNESS: Yes, but we have no facilities for 
Storing. We have to store in public storage. 

BY MR. TUPPER: 

Q. Perhaps you might explain that point. You 
might tell the Commission what additional expenditure it 
was necessary to incur in order to develop a good business. 
4. We had to put in a processing plant in Vancouver and 
collect eggs from the country. The total expenditure 
in machinery ana building was $50,000 for eggs alone. 

We do not make money out of eggs; we handle the commodity 
for the convenience of our customers, our feed people. 


Before the Government put the cellar under eggs Buckerfields 
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used to say to them, "In the spring you will not sell 
eggs below sixteen cents because we will take them Ort 
your hands.* In the old days they went to nine and 
ten cents and Buckerfields lost a good deal of money; 
but it would be better to lose money..in eggs than in 
accounts receivable. In additon to that, evidenee was 
given yesterday that the cooperatives have no field 
men. I may say that we engage in a campaign of educate 
ion, the object of which is to edueate the farmer in 
the way he should produce his €gss -- how to produce 
eggs cheaper. 

Q- What do you do? 4A. Well, we analyze his 
Soil and tell him what crops he should grow, whereas 
to my own knowledge no cooperatives give such services 
to farmers. A cooperative of considerable importance 
in the United States is G.L.F., New York. That is quoted 
all over the world as the most successful organization 
of its kind, and the general manager's statement given 
last year in the annual report is astounding, to me at 
any rate. As will be found at page Six of thet report, 
patronage refunds for this last year bee amount to 
$2,000,000. That is a lot of money. The year before 
it was a million and a half. The total amount for 
eight years which G.L.F. paid in patronage refunds is 
almost $8,000,000. The average refund has increased 
from $5.00 to $12.00 per member. TI make the claim, with 
reference to my company, that we give he farmers a 
valuable service in showing them how to ‘produce eggs more 
cheaply, what to grow on their farms, and so on. The 
difference amounts to many times that $12.00 a year 


Which the cooperative has been able to save its members. 
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Q- Was that $12.00 paid in cash? 4. No, 
by a five-year certificate. They want the farmer to 
pay their prices and they give back $12.00 a oet per 
person. If $12,00 a year is supposed to assist the 
farmers as far ag the standard of living is concerned, 
then the standard of living of the New York farmer 
must be low. It cannot be otherwise if that is all the 
Saving they make. They handle eggs and their busin- 
ess is tremendous. Let me give their volume of busin- 
ess. The net operating capital is $11,000,000 and 
they have a total of employees of 5,161. Their ship- 
ments in 1943 amounted to 985,000 tons of feed. I have 
this statement here. 

Q- We will put that in. Ae Yes. I would 
Tice tO put it in. 

THE CHAIRMAN: Are you filing it as an exhibit? 

THE WITNESS: Yes. May I suggest, Sir, punet.e 
well conducted private company, by giving sound advice 
to farmers, can save a great deal, and we have done 
that. 

THE CHAIRMAN: What have you to say in addit- 
ion to what you have already stated about borrowing in 
the last four years. 

THE WITNESS: The more money you make the 
quicker you go broke. Business increases and profits 
increase, and bank loans have gone up from $200,000 to 
&@ million to handle the business the Government has-ask- 
ed us to handle for the war effort. We had to supply the 
feed the farmers wanted. Our customers are prosperous 
and we have no hold on them. We have nine thousand cust- 
Omers in this province who are farmers. In one district -- 


and there is a cooperative right beside us -- we have eight 
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hundred customers and the volume in that particular 
district has increased in the last four years from 
$111,000 to $386,954, 

THE CHAIRMAN: That is really a war condition? 

THE WITNESS: Partly. That is around Cloverdale, 
where the big cooperative is. There must be a lot of 
farmers who think that dealing with a private company 
is beneficial to them. 

THE CHAIRMAN: You buy and sell to cooperatives? 

THE WITNESS: We Sell them and I am Only one 
independent company in that district. There is nearly 
half a million dollars of feed business in that district. 

THE CHAIRMAN: Have you anything further to add 
in regard to the cooperatives? 

THE WITNESS: No. T think that the real coop- 
erative is the farmers! institute: They are the real 
cooperatives of the province and they represent the out- 
lying points. You don't See cooperatives forming in 
Outlying points; it is too expensive. The farmers! inst- 
itutes would buy a carload of feed and spread among the 
Members, and that was the original idea of the co- 
Operative. That was the original cash idea; they bought 
Supplies and distributed them among the members and the 
members would benefit by paying a lower price. 

BY MR. ARNASON: 

Q- When you Say that they are not Organized in 
Outlying Points, you are referring to British Columbia 
Only? A. Yes. I know nothing about other Provinces. 4 
Cooperative Lomite its deliveries to the neighbourhood 
“round its own centre; it will not 890 beyond its own 
Centre, They leave that to the private companies. 


THE CHAIRMAN: Their members are Srouped in certain 
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localities? 

THE WITNESS: Yes, 

THE CHAIRMAN : And that imposes certain restrict- 
ions? 

THE WITNESS: They will not take members outside 
that group. The Original was all right, but what is 
more expensive to operate is 1eLt to the independent 
companies. 

BY MR. ELLIOTT: 

Q. You are speaking of your own line of busin- 
ess? A. Oh yes. There is one thing more I might say 
with reference to the Service we give. In 1940 the 
British Government sent a man to Canada to look into 
the possibilities in connection with the growing of 
Sugar beets. Sugar beet seeds were brought from France, 
but as you know France collapsed. I said that we would 
take it on and we got a man from the Research Council 
in Ottawa. The reports were that this product could 
not be raised here under seventeen cents a pound, but 
we got university men, trained farmers, to show how it 
could be produced here at less than Six cents a pound, 
The cheapest German seed that used to come to Canada was 
eight cents, but we are now producing all the Sugar beet 
seeds used in Canada and Shipping to England and the 
United States. That is an illustration of the service 
that can be rendered where, by guiding the farmer, you 
Can save only enough to buy cigarettes out of feed, 

BY MR. ARNASON: 

Q- <sAnd that is not done by cooperatives? A. No. 

Q- Do you think that the expansion of your bus- 
iness has come about as a result of the war effort? 


i, Partly. 
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Q- It is largely as a result of the war eff- 
ort is it not? a. We have been growing for ten years. 

Q- And as a result of that expansion you have 
had to borrow money? A. Yes) 

Q- Would you Say that your financial position 
is weaker now than it was four or five years ago? 
A. So far ag working capital is concerned. We have 
no reserve to take care of the Slump that is bound to 
come after the war is over such as the cooperatives 
have. We have not $100,000 in Vietory Bonds. They 
have a cushion and we have not. As a matter of fact, 
I was approached by a chartered accountant who pointed 
out to me the advantage of forming a cooperative -- 
how we could save money and keep the money in the co- 
operative as a reserve until after the war and grad- 
Ugily pay it: outs) We would avoid taxation. That has 
been shown me by two chartered accountants. 

BY MR. PARKER: 

@- You say it has been suggested to you that you 
Change over to a cooperative? &e Yes. 

Q- Why did you not do it? A. i d0n't J kes des, 

Q- Why? A. Well, in the first place it is 
not playing ball. I am not really a cooperative. Lf 
I am to be a cooperative I must be a cooperative. But 
to have four or five sign up and represent themselves 
aS a cooperative -- well, I don't like it. Cooperation 
in any line is good, but it should not be done to avoid 
Paying taxes, 
Q- I did not ask you that. A. You asked why I 


“we 


did not do it. 
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Q. I did not suggest anything about the avoid- 
ance of taxation, Do you believe in the principle of 
the cooperative movement? A. Yes. 

Q. I do not say in all the details as cooper- 
atives are operated, but generally speaking, having 
regard to the original idea behind the cooperative movee 
ment; do you regard it as a sound principle? A. Yes. 

Q. And as a good thing in the economie life 
of the country if properly restrieted and properly safe- 
guarded? 4&4. If put on the Same basis as anyone else. 

Q- And you say you did not act on this sugg- 
estion. I do not see why you don't do it. If it is 
a good thing for other people why is it not good for 
you? A. Should five or six of us Sign up and make 
returns to the Government as a cooperative company and 
by doing that build up big reserves and pay them out 
after the war when taxes are reduced? It does not app- 
eal to me. 

Q- What is wrong with it? Aren't you in 
business for the purpose of making a dollar? aoe Nove 

Q- What are you in business for? A. To make 
Money but not that way. | 

Q- There is no law in the country that compels 
your company to deal in eggs if it does not want to. 
et NO 

Q@. You do it as a matter of -- A. Necessity, 

Q- Not as a matter of free choice? A. Yes, 
both. 

2. I do not see how you can do it as a matter 
of free ehoice and as a matter of necessity. 


A. Because we are selling the farmers' feed and we want 
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to protect their income. We want to buy goods from 
them, and if we did not do that eggs might go a way 
down in price and the farmers might lose money and we 
would lose their aecounts. 

2- nd I suggest that you are in the same pos- 
ition as any other private company. You carry a great 
number of departments, some of which pay if you keep 
them separately, while others do not; but you are com- 
pelled to carry the non-paying departments which are 
indireetly supported by the paying departments. Is that 
a fair statement? Ae It 183 bubaig my business we 
try to make every department break even. 

Q- But you cannot always do that. A. No. 

Q- And in that respect the egg situation is 


no different from what is commonly found in every bus- 


'iness that has to carry a number of departments. Isn't 


that a fair way of putting it? A. Yes. 

Q@- And the cooperatives in your territory do 
exactly as you do in this regard? They choose what 
commodities they will deal in ana what commodities they 
Will not handle. A. Theat is Leno 

Q- And that is about all ee is to the egg 
story? & That is right. 

2. You spoke about borrowed capital. I don't 
know what the point was. The cooperatives borrow capital 
too? A. They don't pay interest on it. 

Q- I did not ask you that. They borrow capital 
from members. Have you not heard that? 4. I heard 
they borrowed it. | 
Q. Have you a doubt about it? A, Yes. 
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They don't borrow it; it is an accumulation of Prerius, 
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Q- You say that the cooperatives, so far as 
you know, do not borrow money from time to time for 
working capital? A. As far as I know. 

Q. Have you been here during the last two 
days? A. Just at oda times. } 

Q. Have you heard the evidence given here? 

A. Some of it. 

Q- Did you hear anyone say at any time that the 
cooperatives borrow money first from their members and 
sometimes from the banks, and very largely by the pro-~ 
cess of withholding certain Surpluses or Savings, or 
whatever the proper term is? A. I don't reeall that 
last method of borrowing money. 

Q- But they get money that way? A. Yes, 

Q- Is there any fundamental difference between 
borrowing money and then paying it back as a loan and 
just withholding it? A. I have to pay interest when 
I borrow money, and that is the difference.” 2D have to 
provide a sinking fund. 

Q. If they can borrow money wieheue interest, 
pony that all for the good?” “a.” Phere no objection 
to their doing so if they can do it. 

Q- With regard to the risk avenned in the 
handling of eggs, there is a risk in the business world, 
is there not, in connection with any commodity you 
handle? A. Absolutely. 

Q. The variations and extent of the risk are 
aS numerous as the stars in the heavens -~ Very i anivy7 
we Yos. 

Q- «and to your knowledge cooperatives do handle, 


do they not, commodities that are involved in considerable 


sp fe 
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risk? Ae Not in perishable articles. 

% Did I say that? 4a. They do not handle 
anything as risky as eggs. 

Qe, 25: Suggest that you answer my questions. 
Leave the speeches to Mr. Tupper. A. You want my 
personal knowledge? 

Q Yes. Ae I can't Say that they do. I 
have no personal knowledge. 

Q- Then you are not in a position to tell the 
Commission that the risk involved in any commodities 
Carried by the cooperatives is any less than the general 
risk carried by your private company? i. I have men- 
tioned eggs. 

Q- Apart from eggs? A. Eggs are Veryerisicy, 

Q- But you will agree with me that there are 
other commodities that are risky? A. Not as risky as 
eggs, 

Q- dre they not the most risky commodity on the 
market? weep L chink so, 

Q- What about imported fruit like bananas, Cherries, 
blackberries and so on? Do you call them perishable? 

Ae Yes, they are perishable, 

Q- Would you not call them equally perishable 
with eggs? aA, YOSe 

Q- And do not the cooperatives handle a great 
Many lines such as I have Mentioned? 4, Yes, 

Q- So that that is about all there igs to the 
Point about risk? 4s Mind you, I was Only talking about 
my own business, 

THE CHAIRMAN: Is the Spread in price as great 


in thoge Other commodities? 
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THE WITNESS: No Sir, I don't think SO; but I 

have no personal knowledge. 
BY MR. PARKER: 

Q2- I notice that in the brief to which you sub- 
seribed you state in effect, as I understand, that as 
long as there is what is known ag mutuality you have 
no particular objection? A. That is correct. 

Q.- What do you mean by that? What is the 
mutuality that must exist to make an alleged cooperate 
ive an hones-to-goodnesg cooperative? A, That is a 
legal term, 

Q- Do you know what it means? A. It means 
a Mutual interest in the goods bought and sold. 

Q- A mutual interest in goods bought and sold? 
A. Yes. May I enlarge on that? 

2» Yes; I wish you would, A. Mostly, ea- 
operatives deal in business with other than their 
Own members and therefore cannot be said to be mutually 
interested, 

Q- Well, to the extent to which they do bus- 
iness with their own members, do you eall that mutuality? 
fe) °t think so. | 

Q- There is not much doubt about it, is there? 
In so far as they do business with non-members, on the 
other hand, Hat is not mutuality? A. They are a 
trading company. 

Q» Cannot a company be a trading company with- 
out being a private trading company? Perhaps we are 
discussing terms that are not very helpful, 

THE CHAIRMAN: You mean private as distinguished 


from cooperative? 
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THE WITNESS: Yes sir. 

MR. FRANCIS: On behalf of the elients I rep- 
resent, I would like to direct a few questions to the 
witness. First, however, I would ask my learned friend 
whether the witness is able to speak on behalf of one 
of the clients whom he represents, the United Milling 
and Grain Company Limited. 

MR. TUPPER: Yes, all four Submissions, but I 
do not think he will know the facts. 

MR. FRANCIS: Then, will my learned friend under- 
take to produce a witness from the United Milling and 
Grain Company? 

WR MEER: Toil) dovmy Heseuhie teereee 
give an undertaking, 

MR. FRANCIS: My learned friend is relying on 
the records of these Companies. May I say a word on the 
question of procedure? As one of His Majesty's Judges, 
Your Lordship will appreeiate the fact that over the 
centuries the method has evolved of producing the evid- 
ence first, having that evidence tested and then, on 
the evidence as finally sifted, oF presenting argument. 
That has been the method and that is the method which 
we have followed in our submissions, and it places 
us rather at a disadvantage to have the argument submitted 
first and then have an attempt made to support that arg- 
ument by adducing evidence. That ig not the custom that 
has grown up; it is not the time-tested practice. We 
found an illustration arising yesterday where certain 
facts were alleged and then, when the only witness who 
was called gave his evidence, he was not able wholly to 


Substantiate the allegations. May I respectfully suggest, 
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therefore, that since this is an inquiry we might very 
well follow that time-honoured custom that has been 
tested in the courts over the centuries. I make that 
suggestion with all deference. That is the plan that 
we followed and it seems to be working fairly success- 
Pulive Thaveia to say, we call the witness who knows 
most about the facts. He is sworn and is examined and 
is then submitted to very able cross-examination, so 
that by the time everyone is through with him you feel 
that you have got the kernel of the facts. Then, on 
the facts so brought out, you can base your argument. 
According to the other procedure, the argument is 
first advanced and an attempt is then made to suppor t 
it with factual statements. But when the attempt is 
made to support the structure so built up -- as in the 
case of Mr. Cheyne -- the argument falls. 

THE CHAIRMAN: There are two observations which 
I think I should make, Mr. Francis. This is not a court; 
it is a commission. Rules of evidence and of procedure 
are therefore not the same. In the second plaw, I 
understand that this witness represents a group,so far 
as the argument generally is concerned, though so far as 
the facts are concerned he represents his own company 
only and therefore would be rash if he attempted to speak 
for another company. There is, however, a third point 
to be noted. It is obviously impossible for this 
commission to investigate every cooperative and every 
competing private business. We might be here beyond the 
duration of the war if we attempted anything of that kind. 
I understand you wish to ask the witness certain questions, 


MR. FRANCIS: Yes, My Lord. I want to ask the 
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witness this preliminary question. 
THE CHAIRMAN: Very well. 
BY MR. FRANCIS: 

Q- Can you tell the Commission whether or not 
the United Milling and Grain Company is a member of the 
Western Cooperative Union? A. I don't know at all. 

Q. You have referred to the assistance which 
your company renders to the farmers? A, Through our 
university servicemen, yes. 

Q. Is it a fact that the Department of Agrie- 
ulture -- I mean the Dominion Department -- renders 
Service of the nature you speak of? A. Not to my 
knowledge. 

Q- Do you know Mr. P. R. Wilson, the represent- 
ative of the Department of Agriculture? A. I know 
a Mr. Wilson, Head of the Inspection Department. 

Q. Is it a fact that he gives instructions to 
farmers? A. He is in the Vancouver office. He is 
Manager of the whole thing and I have never heard of 
Him being in the country. 

Q- Is it a fact that the Government, through 
its employees, gives advice of the kind of which you have 
spoken. &. Not the kind of service I give. 

9. Well, do they give service? A. TI don't 
know. 


Q. The service which you give is an expense 


> 


item? is Yes. 

QO; And it is charged as a matter of expense? 
A. Yes. 

Q- It is deemed to be good advertising. 


A. It gives service to the farmers. We don't use it as 
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advertising. We give it as a 6ervice so that the far- 
mer can produce eggs and feed and so on on such a basis 
as to make a decent VIVINn Gs 

| Q. And he pays for that service? Ae In the 
first place, on feed, naturally. But he gets it back 
one hundred per cent. 

Q- Just a word in respect of the nature of the 
poultry business. I believe you told the Commission 
that you did not know of cooperatives handling commod- 
ities that involved risk. A, I Said there was nothing 
More speculative than eggs. 

Q. You are fairly familiar with the poultry 
industry? A. In British Columbia. 

Q. But not elsewhere? A, Not very much. 

Q. Have you heard of the Manitoba Cooperative 
Poultry Association? Ae Yes. 


f 


2. It is a large concern? fiw Yes. 
Q. And it is a cooperative? A. I mentioned 
the Fraser Valley in my evidence. I am not talking 
about anything outside of this province. The Chairman 
asked me a question and I saia I could speak only of 
the province. 
Q. At any rate, you have heard of this company? 
> And ae tT say, it ie ae large company? 
4. I don't know that it is a cooperative. I don't know 
that it is large. 
Q.» You have already said that you knew it was 
a large company. A. I have heard of it but I don't 
know whether it is worth a dollar or a million dollars. 


I should have recalled that statement because I have no 
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personal knowledge of it at all. I have never been 
in their office. I have never talked to them about 
their capital. They handle eggs in the provinee of 
Manitoba, but that is hearsay knowledge. 

Q- in this province there is a great deal of 
fish handled. A. There should be. 

Q. That is a speculative commodity? A. I 
imagine so. 

Q- And you do know from your personal know- 
ledge that there are cooperatives engaged in the bus- 
iness? A. Not from my personal knowledge. It is 
in Prince Rupert and I have never been there. 

Q. You have no knowledge of it? <A. I don't 
know anything about it. | 

Q. Then I take it, if it is not common know- 
ledge, that they are not so substantial as to be a 
great threat to the industry? A. I am not in that 
line of business, and I do not think that the average 
person in Vancouver knows whether it is a threat or 
not. It is eight hundred miles away. 

| Q- It is just a little cooperative in the 
country? A. I don't know anything about it. 

Q- Were you in the room the other day when the 
evidence was given on behalf of Massett? A. No. 

Q- You did not hear that the private trade 
paid one and a half cents for clams and the cooperat- 
ives four cents? As JNO 

Q- In British Columbia there is a good deal of 
fruit handled. A. Yes. 

Q- Is fruit speculative? A. Not speculative 


but perishable; there is a difference. 
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Oe Lsn't it both? Ae I don't think<so0. 

Q. You say it is perishable but not speculative? 
A. That is my opinion. 

Q.- Do you know of your own knowledge of any 
fruit cooperatives? A. Yes. 

Q- Are they very substantial? A, Yes «- 
well, not of my own knowledge but by hearsay, looking 
at the reports I read in the papers. 

Q- «And they handle a perishable commodity? 
he LOG. 

Q. But you say it is not speeulative? 

4. I don't think it is speculative. In the first 
place, I don't think they buy fruit. The farmer takes 
the loss if there is any. I don't think the cooperat- 
ive handles fruit the same as eggs are handled. 

Q- You give the opinion that the fruit industry 
is not speculative? Is that right or wrong? Ae It 
is not as speculative as eggs, comparing it with my 
own commodity. 

Q- Is it speculative or not? A. I am not 
in the fruit business. 

Q- But what is your opinion? A. I don't 
think so. 

MR. P.RKER: I do not think this man professes 
to be an expert. He knows what he knows, and so far as 
Other matters are concerned he knows, he says, by hear- 
say. 

BY MR. PARKER: 

Q- There are just one or two more questions 
Which I should like to ask. You mentioned an inerease 
in your business, and you operate in the Cloverdale 


district. A. Three miles from Cloverdale, 
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Q- You have a lot of eustomers from that dis- 
trict where the Surrey Co-operative carries on? A. Yes. 

Q- And you say the farmers have increased prod- 
uetion for various purposes for the war? Ao Yes, 

Q.- The evidence yesterday was that the farmers 
had been able to improve and expand production because 
of the benefits they derived from their cooperative? 

A. I was not here but I assume that would be correct. 
That is what they claim. 

Q- And the claim is correct? Is that right? 

A. I don't agree with that. <A lot of Members of the 
cooperative are buying from Buckerfieldg So as to get 
better feed, That is why they get more production, 
perhaps. 

Q- One more question with regard to the specule 
ative nature of the poultry business. Is it of such a 
Speculative nature that you would like to geet rid ‘or it? 
A. If someone would take the same responsibility that 
Buckerfields took in regard to getting a market for the 
eggs of the farmer. 

Q- Have you a contract with the farmers whereby 
they agree to buy your feed if you buy their CEs? 
PameeOu sits it is absolutely free. 

Q- Has your poultry department broken even 
Over the past four years? A. Yes. 

Q- Is that the same thing as the egg department? 

MR. FRANCIS: Yes. 

MR. TUPPER: That completes the submission, 

Mr. Chairman. 
MR. ELLIOTT: May I ask Counsel whether this 


witness is introduced to verify the figures on page eight 
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of the brief? 

MR. TUPPER: No. The reference to those figures, 
Mr. Elliott, is given at the top of page nine. 

MR. ELLIOTT: May I ask Counsel then to clear 
up a point. There are three or four figures at the 
bottom of page eight, including a statement whieh 
reads: ",.....and in this fasion avoided payment of 
approximately $100,000,000 in annual taxation.” That 
figure, I take it, is not from Richards and Lalonde of 
the market service? 

MR. TUPFER: I think so. I was careful in ob- 
taining those figures. 

MR. ELLIOTT: They say that, "In this fashion" 
payment was avoided of approximately $100 »000,000 in 
annual taxation, 

MR. TUPPER: ‘In this fashion" because, naturally, 
ho one would be able to do more than make a wide approx- 
imation in the matter of taxation. 

WR. ELLIOTT: But in their report they draw that 
inference. 

MR. TUPPER: I will not Speak positively because 
it is two or three weeks Slntice {took Ae 

BY MR. MILLIKEN: 

Q- It was impossible for me to hear exactly 
what it was that Mr. Tupper was filing, Mr.Buckerfielda, 
but am I correct in assuming that it was the annual 
balance sheet? A. Yes. 

2- I want to ask you one or two qQueStions.e L 
understood you to say that your business had increased 
in a oertain year -- that it had almost doubled in the 


past year. Is that correct? A. I gave the figures. 
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Q- What I am interested in is this. There is 
no cooperative engaged in the business that you are 
doing in that area? A. Oh yes, there is. 

Q- There is no cooperative in your business 
that you are doing, however, so that the business done 
by you in that area has no competition from a cooper-~ 
ative? A. Certainly it has. 

Q- I thought you said they were not in the 
business of buying and selling eggs. ALS Leamsonly 
handling that as a convenience to customers. 

Q- You mean that your fecd business in compet~ 
ition with cooperatives had doubled this last year? 

A. More than doubled. I will give the figures. 

Q- That is all right; I was interested in the 
fact -- which I thought I gathered from what you said -- 
that you were in a business in which they were not 
engaged. A. Only as regards the handling of eggs. 

Q. If your business has doubled this past year, 
and you are in competition with a cooperative, which is 
exempt from income tax, are you afraid of cooperative 
competition? A. No; but I am afraid when they are given 
an advantage that we have not got. 

Q- Did they have this advantage in this partic- 
ular year? A. Yes. They have $100,000 in war bonds 
as a cushion, which we have not got. 

Q- You can stand up to their competition? 

A. If given an even break. 

Q In spite of the fact that you are paying 
income tax? A. But we do not know what it will be a 
year or two after the war is over. 


MR. FARRIS: Mr. Chairman, I would like to make a 
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corrceetion. At page thirty of tho brief in the sched- 
ule relevant to the Island Farms, the figure in the 
middle of the page is $97,000; that is, Island Farms 
was sold for the sum of $97,000. I wish to correct 
that so as to read, “Approximately $90,000." TI have 
conferred with Mr. Cheyne in regard to that and Mr. 


Cheyne concurs in that. 


Statement of C. H. Locke, 
i.B.C. Packing Co. Ltd. and others: 

THE CHAIRMAN: Mr. Locke, are you next? 

MR. LOCKE: Mr. Chairman and gentlemen, you 
will find, in addition to my written submission on 
file, exhibits which contain certified copies of the 
memorandum of association of two cooperative associat~ 
ions and certified extracts from certain of their bal- 
anee sheets, and which also includes a copy of the 
balance sheet of the Prine Rupert Fishermen's Association. 
I will read the brief and offer certain comments as I 
go along. The brief reads: 

"This submission is made on behalf of the 
following companies engaged in the fishing business in 
British Columbia, namely:- 

"A, B. 0. Packing Co. Ltd., British Columbia 
Packers Limited, Canadian Fishing Company Limited, 

Cassiar Packing Company Limited, Colonial Packers Limi ted, 
Great West Packing Company Limited, Johnston Fishing and 
Packing Co. Ltd., Francis Millerd & Co. Ltd., National 
Fisheries Limited, Nelson Bros. Fisheries Ltd., Nootka- 
Banfield Co. Ltd., North Shore Packing Company Ltd., 

Queen Charlotte Fisheries bimited, Jen. Todd & Sons Lid., 


and Westminister Canners Limited. 


cA 


Lie 


’ Ly A Z 
7 : Rots ' 
: : | MS ack) 
e y : 

| 7 = - 1s ’ i 

: 5 : at cv : 7 o 

- x 7 : . aA 
| van Dh gttien 
eheyr® .% a 
ee oe 


i: + 
Naiuek! Uden vette ae eae ee Talesaties | 
a am ne aronst St - vet’ ‘biectiat one or: ipihivetay oie 


pee SEL. Ga NS pode vem EE warn ade ae hth | 
Ci 

ae BavRk oj sie 2 FOU, ae hey ar ‘wit ae bioe ct ie 

we ty :” » oe ee oy Ao re 

aepie 1), OOO (08H. Yloram are Leth ~Baae Oe a2 on a 


wad Bee yoy, Sa Reaper ne ean gan’ av Hew Dette 


a6 ot .- eae of Bepenon eoted® 


; , : 
: : y tt : : 
y. “OE tend Wine 
irq at ea © j fc) 5 PEs ed weer os 2 + 
f ’ : a lag ET 
PS CO PANS Neen Patel Lan 
i a 
: Due Se ete 
; 2 


E: on Wr * a4 
7 ; ih “es oi b vathl 

Tanne Bel ‘ : ae «. tee . PA's mia ld 

7 years a °F J Ved mie Or ; 


; ; ; A 
. gory Ane (eres om SA 1003] oflin 


i i , . . 
’ 149 / ae bewr sor. Og rc ty Lhe nt -.Aagtt Li ow 
7 ron GipFuOe ie iow aridiaxe 24 ca: 


: oe oa nopaAS ja PAPE ANT (Cpls 
at S } eH OOM Cire ») Grew Pi a, “aA ‘ 
ce rapant: SLL Tage en 


: » 7 -~ # ye or 5 
i : ue e rd Oo. ie tS 7s ealay¢ 
| 7 fy A ‘w a mes - : 
‘ ‘ ; . 
: >| 5a ms » r ; 
a A : ; 
MR Pas ica B pee Fert atoofe USER 
po Pee ti. r ea #3 Gon, Oe e* = v 
a ee ds Le oR oe l x . 
‘ | ; 
5 z 
a ay 2) 4 Cc — - dy eis a 
: bY ; wWiiiaa. 48 
q ‘ : = Ss 
seat 7 
: . 
: se 7 ur 
; “eS a Sst a a yl ‘es i hy - .* 
c ia ies sd ae’ _ he 
e a 
‘ i wvift T , 
a eke Ee LOU “i Uek! Say 
E a ~~ = 
be - 
y 
ao TT Oa id ts 
3 o i 
“¢ re £MmoL if 
r 
. Fe f 4 2 ob 
1 Bs, ; aie FT fa ¥ 
naga | x] ve [ V eo. 
7 ola : rst iris 
7 3 4 é ¢. j ; 
t P [= ; ; : 
; i 
3 i } f a Ba | 
Sb Jiekh ee -_ , : 
4 ae 4 
ms ae A . 
‘ eee in : ‘ ; 
7 & ew - 
ay a < a” 
foo _? aj F a. | - ® wii : { 
aes » 5 © . f y v i Sigal ay ‘af = 
Eee ‘ : 
re y a tei 
i : % ib Pia eae La 
* 7 ,¢ he. Pas ; 
‘ a 
’ ” 
; ae ‘ ‘ . 
' inate Malas? + 
' Li a ed 7 i) 2 
3 : . ) = te 
‘ has 4 
ef r * * 4 . , 
; i —— a 
or 2 q re r fy i ooh tHe 
» % fi me he oe x Ce Le F 
: . 
a 4 he 
alias 
A a > 
- i F 
[ + DL WL tage 
5 ey ae apg Le 
=e < ry ea ts £ 710K wk 
« e4 Be * ae ae ; 
\ - 
at, ees 4 bai ' : 
s By Recs om as i 
E tee j 
Si ioe ert eh ‘ Oe . { Kar . 4 " . i 
r a vag i eda bd r 
“Ua ara . 
eu: f 
art +s : [ 
‘ Pio ee ad Gis 
c ay oe . PPD 
’ 


- 284 


«504. Mr. Locke 


"We refer to these horeafter ag the "Companies". 

"The Compsnies include all of the joint stoek 
companies engaged in the fish canning industry in 
British Columbia, ana engage variously in fishing and 
in the sale of fresh ana frozen fish and in canning 
and otherwise preparing for market Salmon, herring, 
pilehard, halibut, Shellfish, fish and fish liver fob tale 
vitamin oil and fish meel. Of these products roughly 
eighty (80%) per cent of the canned Salmon and ninety 
(90%) per cent of the canned herring have been export- 
ed to Great Britain during the war years upon the direoe 
tion of the Dominion Government. 

"The total salmon pack of all canners in British 
Columbia for the war years, secording to the report of 


the Provincial Fisheries Department, follows:- 


1939 - 1,539,063 cases 
1940 - 1,467,216 cases 
1941 - 2,295,433 cases 
1942 ~ 1,811,558 cases 
1943 - 1,258,221 cases 


"During the same period the production of canned 


herring products follows:- 


1939-40 - 418,021 cases 
1940-41 - 640,252 cases 
1941-42 - 1,527,350 cases 
1942-43 ~ 1,253,978 cases 
1943-44 ~ 1,198,632 cases 


"During the same period the following quantities 
of canned pilchard prdducts were produced:- 
1939-40 ~ 7,300 cases 


1940-41 - 599,166 cases 
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1941-42 - 72,498 cases 
1942-43 - 43,008 cases 
1943-44 - 94,512 cases 


"In addition to the foregoing very large quan- 
tities of oil and meal produced from herring and pilchard 
were produced on this coast. 

"The Companies, in addition to engaging in 
fishing, operate fish packing boats, canneries, cold 
storage plants, fish meal ana oil, fish liver and vitamin 
Oil plants, and shellfish canneries, and carry on business- 
0S incidental thereto. 

"The investment of the Companies in their enter- 
prises on this coast approximates twenty million ($20,000,000) 
dollars. Some of the Companies are publie companies: others 
are private companies: their Shareholders approximate in 
number 1,800. The employees of the Companies and the fish- 
ermen engaged in the industry on this coast, other than 
those employed by or members of cooperative associations, 
approximate 15,000. The Companies and their shareholders 
pay large amounts annually to the Dominion Government by 
way of income tax, and some of the Companies are liable 
to excess profits taxes under the provisions of the 
"Excess Profits Tax Act' for the war years, 

"The Companies have been informed that your 
Commission invites representations upon the following 
matters:- 

(a) The present position of cooperatives in 

the matter of the application thereto of the 

‘Income War Tax Act! and the 'Excess Profits 


Tax Act' 1940; and 
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(b) The organization ana business methods and 
Operations of the Said cooperatives as well as 
any other matters relevant to the question of 
the application of income and profits tax meas- 
ures thereto; and 

(c) The comparative position in relation to 

taxation under the said acts of persons engaged 

in any line of business in direct competition 
with cooperatives. 

"In making this submission the Companies do not 
Propose or desire to attack the principle of cooperative 
trading. They do however respectfully submit that both 
the ‘Income War Tax Act! and the "Excess Profits Tax 
Act' of 1940 should be applied to all businesses whether 
of corporations, associations or patnerships; which are 
Operated for profit, or as a result of which profit re- 
Sults to the organization concerned. It is in support 
of that submission that the Companies wish to make the 
following representations. 

"There are at the present time four (4) associat- 
ions organized under the provisions of the iGoaoperatiye 
Associations Act', Cap. 53, R.S.B.C.1936, all of which 
compete with some of the Companies. 

"The 'Co-operative Associations Act! was first 
enacted in this province in 1920 (Statutes of B. C. 1920, 
cap 19). It is we think important to note the following 
terms of the Act. The entity established is an incorpor- 
ated association and may carry on any lawful industry, 
trade or business except the construction and operation of 
railways or the business of banking or insurance or of a 


trust company as defined by the 'Trust Companies Act', sec.3. 
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"The capital must consist of an unlimited num- 
ber of shares of such denomination as may be fixed by 
the Memorandum and the liability of the member is lim- 
ited to the amount unpaid on the shares held by him 
(sec. 5.) 

"Section 7 reads as follows:- 

‘From the date of the certificate of 
incorporation the subscribers to the memorandum, 
and such other persons as may from time to time 
become members of the association, shall be a 
body politic and corporate by the name therein 
described, having perpetual succession and a 
common se2l, with the powers and subject to the 
provisions of this Act contnined,! 

"The Association may sue and be Sued, contract 
and be contractéd within its corporate name; may hold 
land, borrow money and shall have power to buy or sell 
all articles and things within the scope of its business, 
construct shops, warehouses, etc., invest its funds in 
any security in which the trustees for the time being 
are authorized by law to invest, and, inter alia, ac- 
quite other properties, (secs. 8, 9 and 11). 

"Sec. 13 provides for the distribution of the 
profits and requires that they be apportioned as to a 
certain percentage thereof as a reserve fund to paying 
such dividend not exceeding eight (8%) per cent per annum 
as its rules may provide on the paid up Share capital: 
by distributing among such patrons or class or classes of 
its patrons as the Association may, subject to its rules, 


determine, whether members or not, and whether vendors 
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to or purchasers from the Association, the whole or any 
portion of its remaining profits, and profits not so app- 
ortioned may be devoted to the propagation of cooperative 
principles or the general purposes of the Association.: 

"Each association is required within three (3) 
weeks after its annual general meeting to file with the 
Registrar of Companies certain reports including a copy 
of the balanee sheet certified by the auditors (sec.36). 

"The form of Memorandum of Association is pres- 
eribed in Schedule 'A' of the Act, and rules which govern, 
Save insofar as they are excluded or modified, are pres- 
cribed by Schedule 'Bt. Sec. 26 renders it obligatory 
that the rules shall deal with the matters mentioned 
in Schedule 'C', which shall include, inter alia, the 
mode of application or profits. 

"Schedule 'A' to the Act is a form of Memorandum 
of Association with an example of the objects which may 
be stated. 

"Schedule 'B' sets out the rules which, save in- 
sofar as they are excluded or modificd, ecovern (the 
assoclation. These are, save as so smended, the equival- 
ent of the Articles of Association or by-laws of a lim- 
ited company. Under the heading 'Financial'’ the rules 
prescribed by the Act contain the following:- 

'58. At every annual general meeting the director: 

Shall cause to be laid before the Association the 

profit and loss account and balance sheet prep- 

ared by the directors in accordance with the Act 
for the period to the thirty-first day of December 
‘last preceding, and cause to be rend their 


report and the auditors' report thereon, all of 
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which shall be open to inspection by any member. 
Every member shall be supplied free of charge 
with a copy of such balance sheet. | 

'59. The direetors shall report to such meet- 
ing the state of the Association's affairs and 
the amounts (if any) which they recommend (a) 

to be paid by way of dividend, ana (b) to be paid 
as bonus to the vendor ana purchaser patrons of 
the Association, respectively. 

'60. The directors Shall, before recommending 
any dividend, set aside out of the prorite “of 
the Association, in accordance with the Act, 
such sum as they think proper, and not being 
less than ten per centum of the net profits, 
towards the reserve fund, which shall be app- 
licable for meeting contingencies; and pending 
Such application may, at the like discretion, 
either be employed in the business of the 
association or be invested in such manner as 

the Act permits and the directors may deem 


advisable.'!" 


You will see that the directors are required to 
Set aside not less than 10 per cent towards a reserve 
fund, but there is no limit, unless they amended this 
rule, that would prevent them from taking all the pro- 
fits of the operation for the year and setting them aside 
for a reserve. This is only a minimum. 

MR. PARKER: Are these the rules under the 1920 
Act? 

MR. LOCKE: They are in the 1936 Act unchanged? 

MR. PARKER: Are they the same in the two acts? 


MR. LOCKE: These are copied from the 1936 Act. 
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I will check that. It was in 1920 that the Act was 
passed under this name and the last revision of our 
statutes was in 1936 -- the last revision of the Act. 
Continuing: 

"'"61. The Association in general meeting shall 

declare dividends and bonuses, but no dividend 

or bonus shall exceed the amount recommended by 

the directors. 

"62. No dividend or bonus shall be paid other- 

wise than out of profits, and no dividend on 

Shares shall be at a rate in excess of eight 

per centum per annum. 

"63. All dividends shall be declared ana paid 

according to the amounts paid up on the shares.! 

"For the purpose only of illustrating the manner 
in which cooperative associations Operate under this 
Statute, we have examined some of the records of the 
Prince Rupert Fishermen's Co-operative Association and 
the Kyuquot Trollers Co-operative Association, which are 
two of the principal associations engaged in the fishing 
trade in British Columbia organized under this Statute." 

I have gone to some extent into the figures of 
these cooperative associations, not for the purpose of 
directing an attack against them but because I wish to 
illustrate the point I am contending for by taking figures 
extracted from their own statements. Continuing: 

"Both of these associations we assume qualify 
as Fishermen's Co-operative Associations as that term is 
used in sec. 4 (p) of the ‘Income War Tax Actt. Of 
hecessity we are without knowledge as to whether the income 


of these associations is taxed under the ‘Income War Tax! 
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or as to whether the ‘Excess Profits Tax Act' has been 
applied to their respective incomes, nor are we informed 
as to whether the associations or peer ce them: - 
‘Market the products of the members or share- 
holders of such cooperative organizations 
under an obligation to pay. to them the proceeds 
from the sales on the basis of quantity and 
quality, less necessary expenses and reserves.' 
within the meaning of subsection 4 (p) (a). We set 
forth the folowing facts regarding these organizations 
merely to illustrate the nature of the income producing 
activities of associations of this nature, which we sub- 


mit should be liable to tax under both statutes." 


Mr. Franeis'tclls me that Mr. Dean proposes to 
give evidence but he is not here. [I understand that he 
will give evidence in Ottawa ana that information will 
then be disclosed. Continuing; 

"We file herewith as Exhibit ‘At a certified 
copy of the Memorandum of Association of the Prince Rupert 
Fishermen's Co-operative Association, which bears date 
October 7th, 1939; attached thereto is a certified copy of 
the Rules of the Association. We also file herewith as 
Exhibit 'B' a copy of the Balance Sheet, Statements and 
Reports of this Association for the period December Ist, 
1942, to October ols, Loan," 

This is a large printed document. The first of 
the ten copies I have filed is one of the balance sheets 
put out by the association and filed with the Registrar 
of Companies. It is a printed document and other copies 
are taken from that. That is given to me ‘as the balance 


Sheet of the Prince Rupert Co-operative and is a duplicate 
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of what is filed with the Registrar of Companies. 
Continuing: | 

"Attention is drawn to the Memorandum of 
Association in which the objects are declared, inter 
alia, to carry on the business of a fish merchant in 
eli 1ts branches; to buy, sell, produce, Manufacture, 
can, pack and preserve all kinds of fruits, vegetables, 
provisions, meats, fowl, game and other food products 
and by-products of any of the foregoing: to earry on the 
business of a storekeeper in all its branches and to buy, 
sell, manufacture and deal in goods, stores, eonstnes- 
le articles, chattels and effects of all kinds, both 
wholesale and retail, and to transact agency business," 

So that the cooperative, if it chooses, may act 
as the agent or consignee of its members under general 
powers which are practically indistinguishable from 
the general powers of a company going into business for 
profit. The Statute contemplates that these organiz- 
ations will carry on business for profit by that name 
and not by any other. Continuing: 

"We have made extracts from the balance sheet 
of the association as at November 30), “L939. "on Tide 
with the Registrat of Companies at Victoria, showing 
total assets as of that date, including cash, accounts 
receivable, stores and fish inventories, packers, ScoOws, 
and other miscellaneous assets totalling $86,631.55, 
and liabilities including share capital of $13,800 
and reserves of $9,333.53, totalling $71,792.18, indio-~ 
ating a surplus of $14,839.43. The balance sheet 
filed contains the following entry: 


'Net worth - $37,972.96.'" 


- at 
‘ - a a Wie 
-": - ie aes 


iV, bs 4 7 ' ff 

. J ~ = 4 oy Weekes § 
i wif a pve RE Se eg itera! 

sty ae cal net Aaa Rata 


(eetbackvo “be bata tgen | ‘ookt ‘nig ve coer {fade 


pee Moe Sl eee * gotmtte 
Ue pe has 2M ih Oi oe oi aie ey ih nakenyenns aS aero 


eu 


. 


uted aiid vie? ba vai wand etait nt {eiktie tovenk 


te are Yor Halt 3 +0 aad md Bare end Ae ‘¢raBO- oF ,atis 
Masaen Winin Soulbot Gi Lie aes oe isadfonest atk Che 
ceiutaney ,kiluyy “to ebhtn i fa ‘gy se8esy Bie weg meD 
Beerboud fon > “wito bas stlsg wer ateom -jenotetvotg 
MO TARO © mmodoue iat Bit Te yas To etnuborg-%a Bis 
2 + : : . ; - = - ; 7 : ; 
po fae fetoc a7) fie ak spqeenetecs 2] 32y eeenteud 
a Aeeue ia oon of Lash 208 | 22 ¢hehiinam , lise 
. j 4 mal a G 
eM aks ls hee 
: ——_ ay - ) . 4 Lf 
aeod latsile 66% oO atnpetdie pas alettedo Liars bares ee 
Bebe Sesii vnieas rosemet? Ov OMe thadee inte ‘eieestod 
: Sho FRR a © ee an 
ively .oerconks * : .evitetedooo on? gary oe 
és i ra ~ MEH ww a ras 
Se Pet - dee A as ~ — t a a 
Peoane Kebnny axetmem sof) se penglenos tO Jnege oar oe 
4 ‘ fi an sy . Phy: a 
wet. fos ce ,tjaroul wihiees toate Sin Ei S2rewog 
eer ee i ote ot a Beh vw et eh ee 
aoe ee eas!) tL. '¢2, ~s moh A TO erewod. feteier She 
} 2 Aes : Pe ie cee ote hte 
eee of) 3 r-it ep@aLqumeinos sieges SHTS! etLIoO tg 
is Linea ce! be - h 
; * vr ldo cy, ee 
Senn fost yd F2yetqd Wer Ses atned 1.0. Taree Lite sanee® 
5 i 4 : . ee 
tuntdnod | «tedwo ens, Yo son Gee 
¥ oe Sets A ee . ne 
¥ . J not Jays - 
tf: : 7 i ie ; va 6 Py 3 ft vA oy 


‘ > a oto s 
if yas ; st ¢ Yo Hiv SS LOd wl so0une ey 36 
« + ae i 
“s si : f Y al J i oe ae z Hien an Ohne, oo. 
~ aly *) * hive, & 4 a a > 
wat INOre ., rmrore’ €2 Bases jaa iO. JAE SC. Sew Vey at ive 
_ a y Z eae: PORTER n oe t ie ina 
- hunt ro re 
4 - = = 
Beweono? .f820 Ris nil teh fanz fC efepes Lasgo? 
e See) 85 Ta . oh a 
is tae hy i i oe ids eRe nis ae 
. Co nts ie ee aa < s : : 
BO? Cy Se ; det. Sag Bator Ve loarieogm 
: : De ents: Da FG 
+ . . - 
pee Lert : . adoxen suoeinilegase “ento bas 
me q ry 77 : 
a yf re) Se peta <a : " eA) + aa '; © res 
2 art PT Pel ‘ 
‘ &) ] itSs aif yur Hi BGie¢ a Fdée bf bins 
; | : “ : ie, 3 aK He i 
ej a Sette tie 5 te aete : ae ee Mi ie 
7 a, . 
font yes nitiato® »~OR.GGG, tt. 4 aevaoser nee 
mt fa ikeree 7 A ae pete = 
gee Neth AG ech ae aries 
5 ar ‘Gd rE as P ra ry - ; ¥ Py iO sink ie = - af tts 
ah 3 : 
a ; 1 PES pase . me ton 
2 mf y ; ~ 
; 4 - = — > ‘ 
-yrtns setwoLilot on4 aetictnes DekES 
i - ; 


W.aYs'. Noe - a4 tov tow? 


B-293 =293~ Mr. Locke 


This is from the agonmene filed with the 
Registrar .as required by Statute, and this is their 
own certificate ana Statement, within a month or two 
of the incorporation of this cooperative. Continuing: 

"The balance sheet as at October ol, 1943, 
after four (4) years' further operation, shows assets 
of the association of $492,155.41 and:- 

‘Total net worth - $165,596.34.' 

"The 1943 balance sheet shows cash on hand, 
accounts receivable including charter money for one of 
the association's vessels taken by the Department of 
National Defence, inventories of merchandise in the 
town store at Prince Rupert, and inventories of canned 
Salmon totalling 441,149.63; the association has also 
considerable investments in motor vessels, camp buildings 
and equipment, floats and scows, store equipment and 
automobiles. In addition it has an investment in the 
Prince Rupert store and additions after depreciation of 
$17,651.55. Some indication of the nature and extent 
of the operation is given in the Directors! Report. 

The 1943 sales for eleven (11) months in the Prince 
Rupert store, camp stores and service stations, total 
$529,976.19 (see p. 1). It was proposed to construct a 
plant for the processing and packing of fish and to con- 
struct a dock as an adjunct thereto at a cost of approx- 
imately $60,500 (see p. 4). The association operated 
three (3) packers during the season at a prorit (see 
D.8). 

"From the operation of thd stores and service 
Stations in the 1943 fiseal period a net profit of 


$33,287.64 was made, which the Board of Directors suggested 


FS 
Ls 
. nd 
. 
alr 
. 
‘ 
. 
: 
a" 
oe 


ts 


1 
: 


7" 


B-294 . ~294— Mr. Locke 


Should be allocated as follows:" 

I am quoting from their own WEporb ss POL 
necessity, I do not know what their members did. The 
figures given are as follows: Continuing: 


"10% on net surplus - legal reserve $4,328.76 


5% on sales ~ purchase savings 26,498.80 

5% on net surplus - educational | 
fund 1,664.38 

Balance - general reserve 1,795.70 


$33,287.64 i! 


This item of purchase savings is what in Eng- 
land they call the "Divi", or what is sometimes call- 
ed a patronage dividend. It is something they give 
back to their members. Continuing: 

"(see p.ll). The association also carried on 
an extensive business in its fish oil department (see 
the Report pp. 12 to 16: Balance Sheet pp. $3 and 34)." 

I would direct attention to page 21 of Exhivit 
"A", which is the last report I have of the Prince 
Rupert Co-operative for the period ended October Las 
1943. I do not propose to deal with this in detail but 
I direct attention, first, to the extensive assets of 
this company. First, you will note their small share 
capital. Their assets, obviously, were not required from 
money subscribed for share capital. I would particularly 
draw your attention to the right-hand column, the 
liabilities, as of October 31, 1943 where they state 
their current liabilities. There is an item "Coupons 
Outstanding 1943" which I do not understand. I do not 
know what that means. The dividends payable for the 


years from 1938 to 1942 inclusive amount to $53,000 odd. 
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As this is shown as a liability, I would assume -- T 
think you are entitled to assume -- that these are 
dividends declared but not paid. Of course, if they 
were declared, I assume the member would be entitled 
to them and therefore they would form a part of his 
income for thet year -- that is, if they were divid- 
ends in the ordinary sense. However, that is the way 
it is treated in the books. 

The next item to which I would direct your 
attention is the reserves. The Statute and the rules 
Speak of reserves of not less than 10 per eent but 
they do not limit them. This association has a legal 
reserve of $8,000 odd and 4 Special reserve of $2,000. 
There are such other items as general reserve, conting- 
ent reserve, reserve for bad and doubtful debts, one 
per cent, and reserve for boat repairs. The total of 
these items, from the legal reserve down to and incl- 
uding the last mentioned reserve for boat repairs, 
is $27,083.71. 

f attach some importance to that entry in the 
balance sheet for a reason which I will develop. I 
refer you now to the bottom of page nine of the brief: 

"The method of paying the fishermen for their 
fish is shown at pp. 7 to 10 of the report. Whether 
by contract in writing the association was obligated 
to pay to the fishermen the proceeds from the sales of 
their fish on the basis of quantity and quality less 

| necessary expenses and. reserves is not disclosed. The 
making of a marketing contract between the member and the 
association is boviously contemplated by Rules 7 and 


) 8 (see Exhibit 'a'). The fact that the balanee sheet 
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prepared by the company 's auditor shows inventories of 
canned salmon on hand of a value approximately $135, 00 
(Balance Sheet P- 21), and as a liability owing to 
fishermen for final settlement $175,148.61, would 
indicate that the relation of principal and agent dia 
not exit between the association and its members in 
respect of their fish. In the absence of a binding 
agreement between the association and its members req- 
uiring it to account for the proceeds of the sale of 
the fish less necessary expenses or a commission it 
would appear that the transaction is one of Sale from 
the member to the association. 

"The Kyuquot Trollers Co-operative Association 
was incorporated under the 'Co-operative Associations 
Act' on April 2, 1931, and a certified copy of its 
Memorandum of Association is filed herewith as Exhibit 
'C.' The objects are Senerally similar to those of the 
Prince Rupert Co-operative “Association though rather 
more extensive. Filed herewith as Exhibit 'p' is 
a certified copy of the Rules of the Association as am- 
ended to December, 1940, ana attached thereto an amend- 
ment adopted on June 9, 1944, eran attention to 
Rules 54 to 58 dealing with the payment of dividends 
and bonuses and Providing, Anter alia, that no dividend 


Or bonus should be paid otherwise than out of profits," 


It is not clear to me, from the reading of 
pages seven to ten, exactly how this is done, except 
that there is a final payment made to the department, 
and a further payment made. There is a discussion in 
the report of the e@xpenses of the association in connect - 


tO With fish, It is stated that members may be required 
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to enter into a marketing contract with the associatior 
but it does not say more than that avout Ate) 1 suggest 
that the indication is that the association buys fish 
and sells that fish, and makes a profit, ont or which, it 
decides what is to be given to the fishermen. Tt 3 
fortunate that Mr. Macken participated in these proc- 
ceedings, because of the clear way in which he explained 
the nature of the operation. The Fraser Valley are 
handling milk as agents for their members and any profit 
they make, if they make a profit, would have to be some- 
thing in the nature of a handling Charge. As I have 
shown by this balance Sheet, these expensive assets 

and these Obligations are assets and obligations of the 
association. They are not holding these fish. If the 
fish were held by them as agents for the fishermen they 
would not be an asset of the association at all. 

With reference to the last sentence in the 
paragraph at the top of page ten, I have not the facts, 
and therefore Mr, Dean will have to explain the whole 
thing. But I take the facts that are available to me 
and I make that suggestion as an argument. 

With regard to Kyuquot Trollers, you will find 
in the file a certified copy of its Memorandum and of 
2Gserules.« T draw attention particularly to rules 54 
and 58, which provide the manner in which distributions 
Or dividends -- I am not quite sure what they call them -- 
are to be made. The directors recommend the amount that 
is to be paid by dividend or to be paid as a bonus to 
the vendor and producer patrons of the association resp- 
6ctively. That is not limited to members. 

As Exhibit "E" [ file a certified copy of the 


balance sheet, and as Exhibit “F", there are given certif- 
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ied extracts from the report for the last year. 

If the Kyuquot people buy fish from their 
members and sell the fish at @ higher price, they may 
incur expense in doing so. I do not know whether 
they do, and there is no member of the cooperative to 
Say so; but I would judge Tori the Co-operative Assoc- 
iations Act that anyone who likes can call the gain 
a surplus, though everyone else would call it a DEOL. 
If they handle as agents for their members on certain 
terms, makine a handling charge or Only expenses, an 
entirely different situation exists, and there is no 
profit except in the case of a commission where it is 


Lareer than Ste expenses. To continue: 


"The nature of the arrangement between the 
association and its members is not disclosed in these 
reports, nor is there any indication of the arrange- 
ment under which dividends payable, presumably for a 
term of years, have been withheld, nor the nature of the 
arrangement between the members and the association ag 
to the 'Revolving Refund seccount' referred to in the 
Statement of October ol, 19435." 

I particulerly direct yOur @ttention to thet. == 
that the disposition of these moneys, which I ca”™l 
profits and which they may call surpluses or anything 
else, is in the hands of the directors and the members. 
The individual member has no property right in the 
money unless the situation is different from what I 
judge it to be after a perusal of their own financial 
Statements. Their Shareholdings are restricted to one 
share, but I may not be right in that. In most assoc- 


lations it is one Share, but it ig a small number in 
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any event. I will read from the top of page twelve: 


"We are not clear from the available records, 
but we judge it to be the fact, that the amount of 
the final payment to be made on the fish purchased or 
handled by the association is determined OVieLts wdizect— 
ors. These are elected at the annual meetings of the 
association (Rule 38). 

"To summarize the foregoing statements regard- 
ing these two cooperative associations: apparently 
between November 50, 1939, and October 31, 1943, the 
net worth of the Prince Rupert Co-operative Association, 
as shown by its financial Statements, increased from 
$37,972.96 to $165,596.34. In arriving at this figure 
the amount paid up on the capital stock Stated in the 
1943 balanee sheet to be $76,424.41 is not reckoned as 
Se babl laity... Tt appears from the 1939 and 1943 state- 
ments that in the intervel the share capital increased 
from $13,800 to the above figure $76,424.41, being an 
increase of $62,624.41. If the amounts of the paid-up 
capital be deducted from the association's own figure 
of its net worth in gach case it is apparent that the 
difference between the figure for 1943 ana that of 1939 
has arisen from profits earned and retained by the 
association in the interval. This figure does not how- 
ever exhaust the earnings of the association during this 
four (4) year period since dividends were apparently 
declared though not paid for the years 1940, 1941 and 
1942 aggregating $51,156.73 (see Exhibits bala eters, 
and considerable amounts have been set up as reserves. 
In the case of the Kyuquot Association the balance shevi 


a8 of September 30, 1931 (Exhibit 'E) shows a total net 
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worth of $8,426.56. which as of October 31, 1943, 

(see Exhibit 'F') the association shows assets valued 
at $129,604.44 with liabilities to the public of 
$15,029.06 and loans from the members of 4,325. The 
other liabilities of this association are shown under 
the heading of the "Revolving Fund Account’ above re- 
ferred to and reserve funds and share capital. The 
"Revolving Refund Account' ig apparently made up of 
dividends payable but unpaid as of October $1, 1942, 
plus $20,623.80 added to the fund during the fiscal 
year ending October Sl, 1943. The funds in reserve 
are shown as $21,823.18 and the Share capital as 
$8,090. The increase in the net worth of the associat- 
ion over this period of twelve (12) years, and the 
amounts required for the payment of these dividends 
and the Others, if any, that have been paid, and the 
funds accumulated in the "Reserve Account! result from 


the profits of the association during the periods” 


I think that is perfectly apparent because this 
is not a question of principal and agent here. These 
cooperative associations are noun by these statements 
as the owners of the assets, because if the money were 
Owed to somebody it would be shown as a Lap I I Gye 
I say, they are the Owners of these assets. In 1939 
Prince Rupert had so much in the way of assets; four 
years afterwards it had this tremendously increased 
amount and it is shown as its property and not ag a 
eiebility, 

Continuing on page thirteen, I set out that the 
whole question as to whether cooperative associations 


Should be liable to income tax was considered at great 


rig. 
i 
ee ; 5 
‘ ‘ rece 
2 Cee 
: 
r . ee & 
ene = 
Paes H 3 cf 
rou 
$ ‘ ' 
y ; 
A H 
C: 
. p Fz 
fA < - & C- ca . _ 
{ Lae be | 2 5. 
be Z H - ' 


} 
: 
* ’ 
L- iu 
- 
. rs 
ay 
r 
: 
é 
se ” 
as: 
Srivg ie tte 
=. aed + 
ri 
a= 
2 a 
a 


B-301 


mae Mr. Locke 


length in England by a Royal Commission appointed to 
investigate the subject in 1905 and 1920. The 1920 
Commission was directed to inquire into this whole 
subject and the findings of the Commission are set out 
On page fourteen, 

A committese was appointed by the Chancellor of 
the Exchequer in 1933 for the reason, I Suppose, that 
in England the cooperative movement is Stronger than 
it is anywhere else in the world. Cooperative assoc- 
iations there sare of tremendous size and great wealth, 
and these matters were examined into at great length. 

I am sure that every concéivable argument that could 
be advanced in favour of the exemption of tho profits 
of cooperative associations from taxation was put for- 
ward. I will not read the extracts which are set out 
On page seventeen from the report of the committee be- 
cause I take it that the members of the Commission are 
no doubt familiar with these findines. 

THE CHAIRMAN: We have all read that report 
already, Mr. Locke. 

MR. LOCKE: However, Mr. Chairman, I would re- 
fer the Commission to one or two portions of the rec- 
ommendations thet are quoted on page fourteen of the 
brief. I read: 

"*We have already said that there appears to 
be no sound reason Por differentiating between reserves 
invested in stocks and shares and reserves invested in 
Property, and we recommend that the income derived from 
invested reserves should irrespective of the particular 


mode of investmeit, be subject to tax, 
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"'We recommend, in effect, thet a society 
should be treated exactly as a limited liability. co- 
Mpany trading in similar circumstances and under sim- 
ilar conditions, and if Our proposals are acted upon 
it will be necessary to amend the existing law in so 
far as it confers Special exemption on cooperative soc- 
ieties J" 

THe. DOint., gentlemen, eppears to me to be this. 
If a member of a cooperative association is buying goods 
from a cooperative Store, if there is a contract be- 
tween him and the cooperative store that they will simply 
charge him the cost of the goods to the cooperative, 
they may charge him fifty cents for a pound of tea to 
begin with, and he may find as a result of the Operat- 
jons of the store that the cost has been less than 
that, and they will give him back five cents in respect 
of that pound of tea. In that case I see no income 
tax problem at all anymore than there is in any trade 
discount. The cooperative have in effect agreed in 
these terms: "We will sell you goods at cost and we 
figured that fifty cents was a feir price for tea, but 
it worked out at only forty-five cents. Therefore we 
return you five cents," 

As I say, there is no problem at all. I¢ ign 
however, quite different if a fisherman or a farmer goes 
to a cooperative to buy some implement or tool or some 
necessity of the trade which he is carrying on. In 
corrying on that business he is a taxable unit and must 
show the cost of his operation. If the person purchasing 
&® net or a boat or an engine is carrying’ on a business 


in respect of which he has to file an income tax state- 
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ment with the authorities, he must show that expend- 
iture as part of his cost of operation. What he must 
show is the net amount, not the original amount. He 
can show the original amount he paid for a net as 
expense, in which event he must credit the amount he 
gets back. I am rather puzzled as to what is the 
proper name for it, but he must enter that on the other 
side of the ledger or charge in his 2ccounts simply 
the net cost of the article to him. It was for that 
reason that the Royal Commission in 1920 made this 
distinction, pointing out that to that extent such 
people must be treated differently from stores selling 
the necessaries of life. I read now from page fifteen 
of the Drier: 

"When the Committee appointed by the Chancellor 
of the Exchequer sat in 1933 representations were made 
and evidence given on behalf of the great cooperative 
associations in Great Britain and by large numbers of 
trade organizations representing members whose profits 
were subject to taxaticn. We judge that the main 
reason advanced on behalf of the cooperative associations 
for their contention they should continue to be exempt 
from taxation under Schedules 'O' and 'D' of the 
"Income Tax Act' was that their members were carrying 
on ‘mutual’ tradins which could not give rise to a 
taxable profit since a man cannot make a profit out of 


himself." 


While I have read some of the arguments add- 
ressed to that Commission, I have not gone through them 


all. Ido not know whether the cooperative associations 
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in the old country asserted that, as a matter of public 
interest and in the interests of the community at large, 
they should continue tc be exempt as they have been 
from 1852. One of the arguments was that there was 
mutual trading, and I would judge that that alse is con- 


tended here. I continue? 


"These ecoperetive societies were liable to tax 
under Schedules 'A' and 'B' (that is in respect to 
lands and buildings owned by them whether in their own 
sccupation or let tc tenants and in respect of land 
in their own occupaticn), but since 1852 had been ex- 
enpt from taxaticn under Schedules 'C! and 'D'. 

"We assume from this that the same argument 
will be advanced before the members of your Commission 
by cooperative associations in Canada, and it is for 
this reason we have addressed ourselves to the task of 
shewing that ccocperative associations organized under 
the British Columbia Statute are so organized for the 
purpose of trading fcr prcefit, and that if they are to 
be judged by the results of the operations of the two 
associations tc which we have directed cur attention they 
do garn profits." 

These sccieties, I submit, are organized for 
that purpose and they earn a profit. In the case cf the 
Massett Co-operative, it is organized for that purpose, 
but from what Mrs. Simpsen could tell us, they had not 
made any profit. 

I have referred to the 1933 Committee, and you 
have all read their reports. You will see that their 
attention was directed to one of the very questions you 


are asked here; and ycu will note what the Parliamentary 
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Committee of the Co-operative Congress submitted. I 
quote the following: "It has always been Clearly re- 
cognized that the ee ec: created by this mutual 
association do not and cannot constitute a taxable 
pererer ga G rau 

I wish to refer to a small part of these findings. 
(Reading): 

"The basic idea of the view that ‘mutual' trad- 
ing or at any rate some forms of ‘'mutual' trading can- 
not give rise to a taxable profit is that a man can- 
not make a profit out of himself. The Owner of an 
article cannot make a taxable profit by selling it to 
himself at a higher price than he paid tor it. Acain 
approaching somewhat more closely to the position of a 
cooperative society if a number of persons combined to 
purchase in bulk an article which they all require 
each contributing to a common fund for the purpose, and 
the article is found to cost less than had been anticip- 
ated and the excess contributions are returned pro rata 
to the contributors, a contributor cannot be Said to 
have received a taxable profit in the form of the excess 
of his contribution over the actual cost of his share 
of the article bought. 

"Cooperative societies may have originated in 
associations approximating to a simple combination of 
this type, but the position of societies today is in 
Our view essentially different. A society which is 
registered under the ‘Industrial and Provident Societies! 
Aot' is an incorporated hody and it is clear from 
judgements of the courts since the Royal Commission 
reported in 1920 that an incorporated body is a legal 


entity apart from its members, the existence of this 
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entity seems to us to be a matter which cannot be ig- 
nored in considering whether there is true mutuality of 
trading or not. If any real mutuality existed we shoulda 
expect to find a situation in which the contributor 

(in this case the member qua purchaser) retained as 
contributor an individual interest in his excess con- 


tributions. We do not find that." 


I direct your attention particularly to that. 

I have shown from the statements of these cooperative 
associations that these profits -- I do not think they 
can be called anything else -- increased the value of 
the association in a limited time. The individual mem- 
ber does not own these profits, his only right being 

qua member. He cannot point to any dollar -- except 
those that have been held back -- and say, "That is 
mine; give it to me." So that the relation of principal 
and agent vanishes. I continue the quotation: 

"A contributor cannot point to any part of the 
undistributed surplus on trade with members as represent- 
ing his contribution and claim a right to dispose of 
that part of the surplus." 

I quote furthert 

"We are unable to see any reasonable ground for 
holding thet the undistributed surplus derived from the 
trading of a society with its members should be exempted 
from income tax by reference to the nature of the source 
from which it arises. We agree with the view of the 
Royal Commission on the income tax in paragraph 556 of 
their report that a true trading profit does result from 
the trading of the societies both with members and with 


non-members." 
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The recommendations of the committee are set 
out at the top of page eighteen. The brief goes on 
to state: 

"We respectfully submit that the same reasons 
that impelled the Commissioners appointed in 1920 ana 
the Chancellor's Committee to recommend that cooperat- 
ive associations be treated in the matter of taxation 
in the same manner ag companies and other organizations 
engaged in trade for profit are applicable to the 
Situation in Canada. It must however be clearly borne 
in mind that whereas in England, while the income tax is 
levied in the first instance on the earnings of a corp- 
oration, when thé corporation declares a dividend here i) 
entitled to deduct from that dividend the proportionate 
amount of the income tax so paid attributable to the 
Shareholdings of its members: thus while paid in the 
first instance by the company in the result it is paid 
by the shareholder. The dividend so paid however is 
deducted from the ineome of the company in determining 
the amount of its own income liable to tax. In Canada 
however the earnings of the company are first taxed and 
the dividends when paid to the shareholders are taxed 
again in their hands. We submit that there is no sound 
reason why limited liability companies and their share- 
holders and cooperative associations and their members 
Should be treated differently in the matter of taxation 
and that accordingly the income of such associations should 
be subject both to income tax and excess profits tax as 
are the companies." 

When I talk about profits I am talking about 


profits in the ordinary sense, in the sense indicated in 
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these balance eheets. A great deal of confusion is 
caused by the unfortunate use of the words "patronage 
dividend". If the association is buying merchandise 
On behalf of its members, and if there is something 
further to be given, in addition to the amount paid at 
first on account, how beh anyone call it a dividend? 
That 1s the balance of the purchase price. 

I have attempted to deal with this on page 
twenty. I quote: 

"Consideration must be given however to the 
question as to whether the dividends or bonuses re- 
ferred to in Sections 61 and 62 of the Statutory Rules 
Or any part of them should be treated as a trade expense 
in determing the income of the association. We judge 
from the material which has been available to us that 
before the Commissions in England it was contended that 
the expression ‘dividend’ was in reality a misnomer and 
that at least in the case of cooperative stores the so- 
called Idivi' was in reality a discount on the amount 
of the purchase price of the goods similar to trede 
discounts given by some commercial companies to large 
purchasers of goods. We submit that it, and oOmly aif , 
by a binding contract or arrangement between the co- 
operative association and its members the association is 
bound to refund and does refund to them during the bus- 
iness year their respective proportionate shares of the 
profit realized on the sale to them of merchandise during 
that year the amount actually returned may properly be 


treated as an expense of the association." 


The word profit as used there is unfortunate. 


Take the arrangement I have suggested: ‘We will sell you 
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goods and charge only what they cost us. We charge 

you fifty cents for a pound of tea at the beginning 

and if after deducting expenses we find that it cost 
us only forty-five cents we will give you five cents 
back." The difference in that case is not a profit 

but a discount or refund. I go on: 

"In the case of food, clothing and other such 
necessaries of life purchased by the member for con- 
sumption ond use, the co-called ‘dividend’ being in 
the nature of reduction of the purchase price is not 
taxable. Where however, as is the case with the Prince 
Rupert Fishermen's Co-operative the association sells 
fishing gear and equipment of all kinds to its members, 
these goods being purchased for use in the fishing 
business, the dividend or discount should be taken 
into account in computing the profits of the members. 

In the same sense as the members of the Agricultural 
Society referred to in the recommendations of the 1920 
Royal Commission were taxable trading units so are the 
fishermen members of the cooperative taxable trading 
units. 

"These organizations, organized as we have 
shown, for the purpose of earning profits, and appar- 
ently earning profits, are very far removed indeed from 
the true cooperative associations set up in England about 
the middle of the last century. The Weavers of Rochdale, 
who in 1844 banded together to purchase food in quantit- 
jes for their own consumption at reduced prices appear 
to be treated in the literature on the subject as the 
pioneers of the cooperative movement (see the Consumer's 


Co-operative movement by Sidney and Beatrice Webb, ppl 
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to 6: Warbasse on Co-operative Democracy, pp. 14 and 
15). It is a far cry indeed from cooperative efforts 

of this nature to large Susinoes onterertade of the 
nature of the great cooperative associations in Great 
Britain, and those now operating in western Canada. 

These latter are designated by the Statute under which 
they are organized as cooperative associations, but 

we think it is fair to say that in the case of most 

of them the name is a misnomer unless indeed all bus- 
iness entities carrying on business for the purpose of 
profit, with a view to the ultimate benefit of their 
members, are to be designated as cooperatives. Assuming 
that the two associations, whose operations we have 

above considered, are to be treated as typical of other 
cooperative associations, it appears that they earn profits 
from the handling of fish and fish products purchased 
fromtheir members or dealt with on their behalf, invest 
in the shares of other societies which presumably return 
dividends, in thec-ase of one of them invest money in 
bonds, and in the case of the other obtain revenue from 
the charter of a vessel, and operate stores in which very 
large quantities of merchandise are sold at a profit. We 
are unable to determine from the material available to 

us whether or not there has been returned to the fisher- 
men during the years these associations have been in 
operation the full amounts realized from the sale of the 
fish less actual expenses, but it does appear evident 
that in the case of merchandise sold the profit realized 
has not been wholly distributed: whether from profits 
earned from one or both of these sources the large 


surpluses of both of these associations have been built 
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up we st say with certainty. That however the 
surpluses have been built up out of profits is a 
certainty. These associations compete in the market 
for the purchase of or the right to sell fish and sell 
fish either fresh, canned or otherwise processed, and 
fish oil and other like products in the market in com- 
petition with the companies. These operations are in- 


distinguishable from those of commercial companies." 


Dealing with the first of the matters upon 
which you have invited representations, namely, the 
present position of cooperatives in the matter of the 
application of the Income War Tax Act and the Excess 
Profits Tax Act, 1940, we are not here to criticize 
the wording of section 4 (p), but the wording itself 
leads inevitably to difficulties. As regards the 
income of fishermen's cooperative associations “organized 
and operated on a cooperative basis", and as regards 
proceeds from sales on the basis of quantity and quality 
less necessary expenses and reserve, the question 
arises: How much reserve? It does not say; neither 
does the Statute say; neither do the rules of the two 
societies say. Judging from anything that I have been 
able to find in the material that I have examined, if 
the directors so recommend, and the shareholders approve, 
they can take the whole profit resulting from the oper- 
ation of stores and put it into reserve and it becomes 
the property of the association. It is a profit that 
has been earned and it is tax-free. How you distinguish 
between that and the operation of a joint stock company 
is to me a puzzle. I quote from the bottom of page 
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"The section does not attempt to define what 
constitutes 'a cooperative basis', nor does it limit 
the amount of the reserves which may be set up out 
of the sale price of the products of the members or of 
supplies and equipment sold to them and others. While 
the 1943 balance sheet of the Prince Rupert Fishermen's 
Co-operative Association shows as a liability income tax 
deductions of $20,867.82, we judge that these are ded- 
uctions made from monies payable to their members in 
respect to fish purchased or handled, and we find no 
reference in the accounts of either of these associat- 
fons to income tax levied upon or paid by the associat- 
ion, mor to excess profits tax. From this we infer 
that no such tax has been levied upon either association. 
Both associations show dividends payable but unpaid from 
which we assume it to be the case that the members, whilc 
entitled to the dividends, have either loaned them to 
the association or that the latter has simply refrained 
from paying them. Whether the members have accounted 
for these dividends ag part of their incomes, and where 
taxable paid taxes upon them we cannot say." | 

That appears to me to be the position of the co- 
operative associations today. They can buy from their 
members and sell and take any part of the profit and 
carry it into reserve and it then becomes the property 
of the association in exactly the same way as reserves 
appropriated by the directors and shareholders of joint 
stock companies. It becomes the property of the 
association; it has been earned and it is tax-free. IL 
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"As to the second matter, namely:- 

(8) The organization and business methods 

and operations of the said cooperatives as 

well as any other matters relevant to the 
question of the application of ineome and profits 


tax measures thereto.. 


"We have endeavoured to the extent of the inf- 
ermation available to us to show the method of operat- 
jon of two of the cooperative associations engaged in 
the fishing industry. If these organizations choose 
to act as agents for their members selling or processe 
ing and selling their fish and accounting to them for 
the sale price less actual selling costs no income 
problem will arise. Furthermore if these associations 
choose to sell merchandise to their members and others 
either at cost or on terms that they will refund to their 
purchasers their due proportion of any profit realized 
on the operations of the stores no income tax problem 
arises. The evidence available to us would indicate 


however that out of one or other or both of these act- 


ivities the associations Carn and retain profits in 


addition to accumulating reserves. We submit that carry- 
ing on a business enterprise in this manner is not co- 
operative trading in the true sense: rather it is 
commercial trading for profit in the commonly accepted 
sense." 

My clients do business all up and down this 
west coast. They are the only joint stock comranies 
in the canning business on this coast. Continuing: 


"The associations are in direct competition with 
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the companies. The companies are Subject to very high 

rates of income tax now imposed, and in the case of 

some of them to payment of taxes under the ‘Excess 

Frorits Tax Act'. As has been stated there are app- 

roximately 1,800 shareholders of the companies. Great 

numbers of these are small shareholders whose financ- 

jal resources are small. In the case of such of these 

as have taxable incomes all dividends received by them 

are in turn subjeet to ineome tax. We urge upon the 

members of your Commission that it is unjust to permit 

this situation to continue. The onerous burden of 

present day taxation should be imposed equally upon all 

persons engaged in trade for the purpose of earning 

profits. To exempt from taxation any of those engaged 

in trade of necessity imposes an added burden upon those 

who are subjected to taxation since they must provide 

the funds to make up for the exemption of those who are 

so favoured. We submit that this is contrary to the 

public interest. 

"All of which is respectfully submitted, 

A. B. C. Packing Co. Ltd., British Columbia 
Packers Limited, Canadian Fishing Company Limited, 
Cassiar Packing Company Limited, Colonial 
Packers Limited, Great West Packing Company 
Limitsd, Johnston Fishing & Facking Co. itd, 
Francis Millerd & Co. Ltd., National Fisheries 
Limited, Nelson Bros. Fisheries Ltd., 
Nootka-Banfield Co. Ltd., North Shore Packing 
Company Ltd., Queen Charlotte Fisheries Limited, 
J. H. Todd & Sons Ltd., and Westminister 


Canners Limited." 
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I put our submission on the ground that taxate 
ion should be imposed @qually upon all persons engaged 
in business LOT Drorit.. “There sts nothing that I have 
Said that would in the slightest interfére with the 
Operation of a cooperative pasonverien which really 
operated as a cooperative. If they were really operat-~ 
ing as cooperatives -- and I am not speaking generally; 
tI am speaking only of these two companies, because J 
have not examined the statements of the Others and 
therefore cannot criticize them in detail -- if, I say, 
they were carrying on their operations without profit, 
if they were selling goods consigned to them on such 
terms that they would account for the resale price, you 
could call that a cooperative association if you liked. 
I do not see any distinetion between that and a situat- 
ion where they might go to a commission merehant on Water 
Street. If farmers in the community, or fishermen in any 
particular conmunity, went to a commission agent and 
entrusted to him the sale of their fish on the under- 
Standing that he would account for what he received 
for the product less commission, or less his expenses ~-- 
you might call that a cooperative effort if you liked. 
Or if an association operates in that way, then that is 
& cooperative effort, if they operate through a commission 
agent. But if they do not do that, if instead they carry 
on trade and make profits, and if such an entity is en- 
titled to the profits+-well, what is there to be said 
for them? What is there more cooperative about that 
than there is about the activities of my clients who are 
carrying on operations with money which shareholders 


have subscribed here and elsewhere in Canada and outside 
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Canada? They are carrying on Bieineese aa earning 
profits for the company and for the ultimate benefit 
of their shareholders, and these cooperative assoclat- 
ions are doing the same thing. 
if a eooperative association wishes to operate a store, 
and if their members put up money to enable them to ope 
erate without making a profit, who ean objeet? I do 
not see how anyone can object to that. If ten people 
like me go to a store and say, "We will supply you with 
goods at actual cost, and if what we get from you in the 
first instance is too much we will give it baek," why 
does anyone call that a dividend or a profit? If a 
person goes to a large manufacturer and buys large 
quantities of goods and the manufacturer is able to 
give a discount for quantity purchases, 498 (a) of the 
code has nothing to do with that so long as the dise-» 
ount is announced. Any merchant can do that. 

The discount which a purchaser gets back is not 
a profit. That is a deal, and if people want to make 
such deals that is their affair. If they benefit each 
other by doing so, far be it for me to say that they may 
not do it. No question arises. But when they choose 
to do business in this way, I say that is indisting- 
uishable from commercial trading. 

All the evidence I have put in, Mr. Chairman, 
is extracted from the public records. 

THE CHAIRMAN: That is your case? 

MR, LOCKE: Yes. I understand that Mr. Dean will 
give evidence at Ottawa. 

THE CHAIRMAN: This submission is to be supplem- 


ented in Ottawa by Mr. Dean, 
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MR. LOCKE: JI am not calling Mr. Dean, but I 
understood from Mr. Francis that Mr. Dean proposed to 
make statements in Ottawa on behalf of Prince Rupert, 
and my clients will want to cross-examine. 

MR. ELLIOTT: After listening to these repres- 
entations for long hours, I wonder whether it would be 
permissable to ask Mr. Locke to have the patience to 
review with me, in two or three minutes, the effects 
of this proposal, as I shall try to state them, Would 
that be reasonable? 

MR. LOCKE: Quite. 

MR. ELLIOTT: In the first plaee, if a eooper- 
ative can achieve its objects by acting purely as an 
agent for its members, your proposal would not contem- 
plate their being taxed at all if they make no profits. 

MR. LOCKE: If they make no profits, no. 

MR. ELLIOTT; It is a pure agency and actually 
does not make a profit. 

MR. LOCKE: There is no problem if it makes no 
prorit. 

MR. ELLIOTT: With regard to the second point 
in your proposal, if the cooperative purchases the prod- 
uct of its members on contract, as you have described, 
involving an initial purchase price and then an agree- 
ment to pay something further, and if that additional 
payment were made within a year, you would have no 
objection to that being called an expense of the coop- 
erative? — 

MR. LOCKE: Not an additional purchase price, 

MR. ELLIOTT: An amount which is specified in 


the contract with the seller. 
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MR. LOCKE: If the cooperative buys from a mem- 
ber on terms that it will pay him, as the purchase price 
of his fish, what the cooperative realizes from that 
fish, less expenses, the savings that the cooperative 
gives the member, whether it goes to him when they take 
delivery of the fish or later, is purchase money, and 
whether as a matter of accounting that should be set up 
as an expense or not, I am not sure. With my limited 
knowledge of accounting, I should think that the cooper- 
ative should show the price paid for the fish, the initial 
payment plus the final payment, and on the credit side 
of the balanee sheet they would show their realization. 
If they were operating on that principle, then the 
expenses would make it balance. I can see no objection 
to that at all. Whether as a matter of accounting it 
is deductable as an expense or should be set up that 
way, IL cannot say. 

MR. ELLIOTT: But in any case, you would not 
propose to tax that? 

MR. LOCKE: No. I do not see how you could 
logically propose to tax that. 

MR. ELLIOTT: There is another element in what 
the British Columbia Act calls profits, however, namely 
the part apportioned to reserves or to the revolving 
fund, which is not paid back to the member within a year 
but maybe paid back after several years. You would con- 
sidsgr that that ought to be taxable. 

MR. LOCKE: Yes. If the member agrees, as they 
do by becoming members of these associations and as our 
act -- I do not know who drew it -- contemplate. 


MR. ELLIOTT: But I am not asking that. 
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MR. LOCKE: If they agree that they can sell 
their product on terms that they will account to them 
for the sale price less expenses, but add this proviso, 
ees your members see fit you can take all or part of 
the purchase price and set it up ds a reserve, and that 
reserve is the property of the cooperative’, then it is 
a, prot. t's. 

MR. ELLIOTT: Then you would tax them on the 
whole of what the act calls profits? 

MR. LOCKE: The act does not call any particular 
part profits but it does contemplate the making of 
profits. I would tax them on everything that is not 
expenses or is not paid back to the members under cont- 
ract. 

MR. ELLIOTT: Under contract within a year? 

MR. LOCKE: Yes, I think so, within a year. 

MR. ELLIOTT: I will not pursue the point. I 
Simply wanted to have the proposal made clear. ifpethen: 
@ cooperative could achieve its purposes by reducing 
Somewhat, after the tax was imposed, the amount set 
aside for this revolving fund or reserve, or whatever 
you like to call it you would have no objection to 
its avoiding some part of the tax. 

MR. LOCKE: Oh, indeed, yes. I do not see why 
they should not make up their minds the same as the 
directors of a company. The surplus is the property of 
the association and is in their hands a profit that 
results from trading, 

MR. ELLIOTT: With regard to another part of 
what might be called profits, namely, the return on share 


capital, if any cooperative decided not to pay any interest 
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On share capital, then it woulda not be taxable on such 
interest because it would not be received. No one would 
object. 

MR. LOCKE: If anyone wants to invest money on 
terms that he does not get a return, that is his affair. 

MR. ARNASON;: Would you mind answering another 
question that has some bearing on the question that Mr. 
Elliott has been asking you? 

MR. LOCKE: Certainly. 

MR. ARNASON: In your submission you have ind- 
icated that where a cooperative provides a surplus for 
its members in such a way as to enable those members to 
purchase what might be termed household supplies or 
consumption goods, and if a refund is paid to those 
members at the end of the year, you would be prepared to 
consider that a discount? 

MR. LOCKE: Yes. 

MR. ARNASON: And not taxable? 

MR. LOCKE: Certainly, if the discount is the 
difference between what they paid for the goods and the 
cost of the goods; but if you mix with the: refund, 
interest on income from investments and other operations 
as they can do under the present act, then I say, certainly 
not. 

MR, ARNASON: May I use a figure for the sake of 
illustration? Suppose the surplus available at the end 
of the year for distribution emong the members is, let 
us say, $1,000, and suppose that Surplus is credited to 
the members on the basis of their purchases, and suppose 
further that by by-law approved by the members the sum 


of $500 of these refunds is credited but_retained by the 


wie of ren) weaker oem Cem eee 
eae’ gattowebe | bara oem, REDON pean 2 | 
BF Sioa 2 fotiesnp ito wabsers  oniae-ennt Pad Pe a 
~~ Sow -pitaed vad dat jonnene” . 

| oyindaened ” suarodit 3 ce 
F ceue noted Bide “yoy at smoeaisthy ae erst 


eobiresa pyitie deqoeo a wretie cht setaat 
emo Oss 


y 


Bit ers 
Sot etig ie &: 


eres genre cldens of GF OWS dove’ int ‘er 


Lt mo i i bi aqire HLode auton) ect ad ‘stot Fatt’ Seaw aendetwy a 
nt pay tet-@ 3) bap “shoes, “io. EAgeunanon - 


98 Cet! yd atok 
aay $e Ee. edd da eredies 


Pebgecuty of Ginrow So% ace 
: . wa cath po gade. tebsames 


: a : wat : AL E 
co fdaxed deme Bake: SWORMIERA<<908 ; 
avdoneth add “Lh, eiesatsee: endl aM 


dc Ae eoorH maid Sore wate cute tain” apewted sunsets Tsay 
a banter ead srky gin vey’ Tes tua ‘gebood ead “yo tou 


maiepteco reac osS ognaateavel sory omesde x0 Teseptes 


es aie 4 TR sneeoag Gas xebay ob neo. Yas oe 
i 
=s x aan a is br s 7 «roe 


nat 


GS Suetta pee ee wee, F rHoeaieih De 


| Pint iews: Sploane eas, esouque 7 aie 


oe’ etd Apo goiteds rake MOt’ 783% aug* a 


‘Ay a’ J ti } FI cL leae i rel i yenuaile Dyes “B00: iz ge eu 
BAOGTNS 2c seen io wy «foie I gkernd efid 20° gyadmel ead 


wat aft Xd porotugn wel-vo ed Geode sane sk 


ssucter esatt to OOly Bae 


Ris «guts 


ae ed Sonrlasa> sy peobibeas Re 


B~321 


-d21— Mr. Locke 


association for, let us say, one year, and then paid 
to the members in the second year, what would be your 
view of that $500? 

MR. LOCKE: What you are describing is a 
simple loan. The thousand dollars was something they 
were entitled by way of discount to receive at the end 
of the year. They said to the association -- or they 
agreed with the association willy nilly -- "You can 
keep that by way of loan and that is our money; you 
owe it to us, but you can Keep it for a year.” I do 
not see any problem there, and I do not see how anyone 
can object to a person's lending money without interest. 

MR. ARNASON: One more question, In your sub- 
mission you have pointed out that your clients and other 
joint stock companies engage in the canning industry? 

MR. LOCKE: Yes. 

MR. ARNASON: Have you any information which 
would indicate the proportionate dollar volume of bus- 
iness transacted by these companies as compared with 
the cooperative associations engaged in a similar 
activity on the coast. 

MR. LOCKE: I have not Bee hei information but 
it can be obtained. I believe that there are four 
principal cooperatives and the only way to get that 
information as to the extent of their turnover would 
be if Mr. Francis could get it for me. Perhaps I could 
get it from the Registrar of Companies. 

MR. ARNASON: You would not be prepared to 
hazard an estimate? 

MR. LOCKE: I will ask my clients. I will see 
if I can get some figures. . 


MR. VAUGHAN: When you say that these amounts 
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retained in reserve should be taxable -~ that is what 

I understand you to say -- instead of being distributed, 
should it not be taken into consideration that a cer- | 
tain part of that money is refundable to the member and 
is just retained as a loan that may be put into reserve? 
Is it not merely a loan and is the mount taxable, a ao le 
is taxable, and earnings on that rather than the reserve 
itself? 

MR. LOCKE: I know what you mean, but we cannot 
ignore realities. That money that is set aside as 
reserve is not the property of the members; it is the 
property of the association. If they have been buying 
and selling and if the members agree in these terms, 
"Out of our money you ean keep so much", a reserve 
is set up out of that and that is money of the assoe- 
iation and is shown as such in their balanee sheets. 

You may say that they hope to distribute it some day, 
but I could say for the shareholders of a company, "I 
hope some day the company will be wound up." 

MR. VAUGHAN: It is a matter of bookkeeping, 
Might it not as well be credited to the member of the 
association? 

MR. LOCKE: As a matter of law I would say with- 
out hesitation that the reserves compensated by the 
Statutes are reserves which from the time they are set 
up, whatever may be the status of the money, become 
the property of the association. I would say that is a 
matter of law. 

MR. VAUGHAN: But the bookkeeping could be done 
the other way as well. It could be credited to the 


Members! account. 
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MR. LOCKE: Yes. There are all sorts of things 
that could be done. You are saying that if at the 
end of the year there was $20,000 to be returned as a 
discount by the Prince Rupert Co-operative in reference 
to its store operations, if it called together the mem- 
bers entitled to.the $20,000 and said, “Lend us this 
money" -- well, of course, it would not pay tax on the 
money because the $20,000 would not be subject to tax- 
ation. But that is not what it does. It is not a 
mere matter of bookkeeping; it is a question of fact. 
That $20,000 set aside to reserves, those amounts I 
have shown you in the Prinoe Rupert Co-operative 
On the credit side represent the money of the Prince 
Rupert Co-operative and not the money of any member. 
That is fundamental. 

MR. VAUGHAN: I do not understand it. To me, 
the most of that is due to the member as a rebate or an 
extra payment and is not the member's money. 

MR. LOCKE: You overlook the fact that the 
Statute enables the directors and members to take all 
of that money or any part of it and set it aside, and 
it does not belong to the member but to the cooperative 
association, and the cooperative association is a legal 
entity. That is fundamental. It cannot belong to two 
people. Both the member and the association. 

MR. VAUGHAN: Can it not be easily got around? 

MR. LOCKE: No one can prevent the members of 
the cooperative from lending money to the association. 

MR. VAUGHAN: One more question. In that part 
where you refer to supplies for the fishing industry 


being taxable, that is, that they should be charged with 
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the net amount, do you think there is any practical 
way of making a division as between what is for a 
man's personal use and what is for the business which 
can be taxed? | | 

MR. LOCKE: It igs something that can be done, 
but in the case of small operators like fishermen, 
you are probably right, and it would be digricult to 
do it. For those who are Carrying on extensive oper- 
ations it would be easy, but for the average small 
fisherman it probably would not. I am speaking of it 
as a matter of principle. I suggest how the act should 
read. It would be accounted for as a practical matter. 

THE CHAIRMAN: That concludes that case. 

MR. LOCKE: Yes. 

MR. FRANCIS: There is one fact, Mr. Chairman, 
whieh I think is relevant. I wonder if Mr, Locke 
would have his clients furnish it. He referred to the 
fact, in argument, that there are many small share- 
holders in his companies. There are eighteen hundred 
Shareholders representing capital of 420,000,000 ana 
that is more than $10,000 for each shareholder; which 
must mean that there are many small shareholders and 
there must be some very large ones. Would a general 
breakdown be of interest to the Commission, to show 
how the wealth is distributed through this method? 

THE CHATRMAN: It would be difficult to get 
that. I should think it would take a considerable 
time, 

MR. LOCKE: What good would it do? I would 
assume there are large shareholders and many small 


Shareholders, 
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THE CHAIRMAN: That is almost obvious, Mr. 
Francois, that there would be large and small share-~ 
holders in an ordinary stock company. 

MR. LOCKE: What difference does it make whether 
they are large or small? | 

MR. PARKER: The next ease a3 propose to submit, 
ie: Chairman, is very brief and probably we could fin- 
ish it before the adjournment. It is number forty- 
eight, the Rossland Co-operative Transportation Society. 
It is the transportation case. 

JOHN GORDON 


Serene eens 


President, 

Rossland Co-operative 

Transportation Society, 

having been duly sworn 

testified as follows: 
BY MR. FRANCIS: 


Q. Mr. Gordon, you reside at Rossland? 
Q. In the province of British Columbia? 


Q- You are the Mayor? A. I am the Mayor, yes. 

Q- And have been for some years? A. I am 
serving my seventh term. 

Q. What is the population? &. Approximately 
four thousand. 

Q- What position do you hold in the Rossland 
Co-operative Transportation Society? A. I have the 
honour of being President this year. 

Q- Will you, as President, present the brief 
on behalf of your Association? A. Yes. I might say, 
Mr, Chairman and gentlemen, that in the folders that 
have been handed out there are seven different depart- 


ments, or rather the brief and six supporting departments 
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containing the following material: 1. Brief of Ross- 
land Co-operative Transportation Society; 2. Constit- 
ution and by-laws memorandum and charter; 3. Balance 
sheet: for March $1, 1933, first year of operations and 
for December 31, 1943, the caeeen One available; 4. 
Correspondence which the Society has had-relevant to 
income tax; 5. Copy of krief submitted to British 
Columbia Government in 1939 in reference to provincial 
income tax; 6. Copy of report of delegation on the 
above submission; 7. Newspaper clipping from Rossland 
Miner of 1938, a special issue of that paper, known 

as the Historical Issue, put in as an exhibit showing 
the value of the cooperative society to the city at 
large. 

I might say by way of preface that this is a 
different style of cooperative from any that has been 
submitted here previously, and for that reason, it may 
be of some interest. It is an example of such societies, 
of which there are six others. There are seven transp- 
ortation societies in the province, and five of these 
are in the immediate vicinity of my own city. That is, 
we all carry on the same kind of business, which is 
the transportation of men to work at the oity of Trail, 
These men come from north and south, east and west to 
One central point. The other societies have more or 
less copied our set-up. With that brief introduction 


I will proceed to the reading of our submission. It ig 


as follows: 


"Introductory 


"There are certain fundamental basie prineiples 


under which all genuine cooperative societies are organized. 
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"These principles are recognized and incorp- 
orated in the Co-operative Association Act of B. C. 

For the most part this Act was designed and has been 
the pattern chiefly for 'Producer' cooperative soc= 
leties or 'Consumer'! societies, Little or no prov- 
ision is made in the Act for organizing or operating 
what may be termed purely 'Service' cooperatives. 

"It was therefore somewhat more difficult to 
organize and fit into the basic principles of the co- 
operative movement such a service as transportation, 
That such a service can be organized and operated 
Suceessfully is demonstrated by the record of the 
Rossland Co-operative Transportation Society over the 
past twelve and a half years. 

"Objectives 

"This Society which waS organized on May 2, 1932 
and incorporated under the Co-operative Association ACTt 
of Bb, C. on June £9, 1933, performs the service of tra- 
nsporting some five hundred to five hundred and ELECy 
members daily from their homes in the city of Rossland 
to their places of employment at the Consolidated 
Mining and Smelting Company, smelter and chemical plants 
at Trail, (some six miles distant), and return them home 
again. 

"In 1932 the city of Rossland with a population 
of around twenty-eight hundred was, through the closing 
down of its gold mines, fast becoming a typical ghost 
town. There was no work available locally and men 
and their families were moving out every month to other 
centres where chances of employment were better. Many , 


however, were finding employment at the Consolidated 


a 
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Mining and Beoere Company plent at Trail but in order 
to reach their udeests each day had to travel the six miles 
back and POP Ta; night and morning. As Trail is Situat- 
ed at an altitude some two thousand feet lower than 
Rossland and in a part of the country where heavy snow- 
falls are experienced, and whereas it was necessary 

that rates for any form of transportation be kept toa 
minimum to be economically possible for the workmen con- 
cerned a major problem of how to provide this transpor- 
tation had to be faced. Railroad locations and schedules 
dia not provide the answer to this problem. 

"Some of the bus companies tried to Supply the 
Service but could not provide it ata cheap enough rate 
to make it attraetive (obviously a working man can 
only afford a certain Percentage of his wages for this 
kind of service). 

"It was to meet this situation that a -@roup (of 
men, twelve in number, got together in 1932 to attempt 
to organize 4 Service that could be Owned and controll- 
ed by the working men themselves. 

"Incorporation 

"AS a result of this’ meeting the Rossland Co- 
Operative Transportation Society was launched ana 
quickly provided the answer to the problem. One five- 
Passenger car was purchased to start the Society oper- 
ating but so quickly did the idea catch on that other 
cars had to be purchased almost immediately, By the 
end of that first year the Society had over One hundred 
and twenty members and had purchased eight cars, By the 
end of the Second year the membership had grown to Over 
two hundred, The membership continued to increase year 


by year until today there are something like nine hundred 
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and eighty members on the books. 

New equipment has been added from time to time as 
it becomes necessary and at this date in order to provide 
the Service the Society owns and operates a fleet of 
forty-four Seven-passenger automobiles, which for pur- 
poses of standardization and interchangeability of 
parts are all of one make Or nearly so, 

"Facilities available to members only. 

HUG SHOU abe clearly understood that this fleet 
of cars was purchased and is maintained for this one 
special purpose Only -- to transport members (and only 
members) of the Society back ana forth to their work 
sach day. It is not permitted to use the cars for any 
other purpose. 

"The mechanies of Operation are fairly simple, 
no professional chauffeurs are hired, but certain sel- 
ected memters of the Society, who themselves work at the 
Same plant, drive the cars back ana forth. As a certain 
number of the members work 'shift work! about fourteen 
or fifteen of the cars are required to do three trips 
aday. These Groups rotate in the following manner: = 

"First group, memkers on day-shift, cars leave 

the home garage 6.15 to 6.30 a. m. and arrive 

at the plant in time for members to change and 


Start work at 7 a. m, 


Second group, members on night-shift, then take over 


the oars and drive home. 


Third group, members on afternoon~shift, leave the 


home garage 2.15 to 2.30 p. m. and arrive at 


work before 3 p. m. 
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"The cars are then in Place to take the day- 
Shift back home. No. 2 group (the Senter ie ae 
leave the home garage at 10.15 to 10.30 p. m. 
proceed to work and deliver the cars to the 
afternoon shift to take home. The cycle is 
thus completed, 
"The balance of the cars Make one trip each 
way daily, the men taking them down to work in the 
morning and parking the cars at the plant until ready 
to come home in the €vening. The cars are then stored 
in the Society's garage Overnight. For storage and 
servicing of the fleet of cars the Society owns its 
modern concrete garage and service Station at Rossland, 
completely equipped to service and repair any of its 
units as required. 


"A staff of two mechanies and two helpers are 


employed on monthly full-time Salary for this mainten- 


anee work and a full-time secretary and two stenographers 
for the office and bookkeeping work. Gas, oll, tires 
and parts are all purchased at wholesale and used as 
required. 
"Administration 

"A Board of Direetors of twelve men (six of whom 
are elected annually) elected by the members form the 
governing body of this Society, makes all its Dbusiness 
decisions and formulates its policy from:time to time. 

"Standing committees are appointed from among 
these directors to whom are delegated certain specific 
duties. 

"The Board of Directors have the power to set 


the fares to be charged in accordanee with what amount 
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they consider is necessary to operate the business but 
in practice the rates have remained fairly constant 
during all the years the Society has been operating. 

"Members are required to pay for each ride they 
receive, tickets being sold to them in books of fifteen. 
Up until October of 1944 daily records of members' rides 
were kept and submitted each two weeks to the pay off- 
ice of the employers who in turn deducted these aecounts 
for transportation from the pay due to the employees 
and paid same over to the Society. 

"Disposal of Surplus Earnings, 

"Records are kept, by the Society, of each 
member's purchase of tickets and the books of the Society 
are audited and balanced each six months by a chartered 
accountant. 

"Copies of these financial statements are filed 
with the Registrar of Companies at Victoria each perial 
and copies also mailed out to all members and are also 
presented by the directors at the semi-annual and annual 
general meetings of members. 

"In accordance with the by-laws of the Society 
any surplus funds on hand at the year's end, after 
providing for necessary reserve and depreciation, are 
returned in cash to the members in the form of patronage 
dividends. The only exception to this rule is that 
members holding less than one full share of the Society's 
capital stock cannot withdraw this cash but can and do 
have it credited to their share-capital account. 

"Share Capital and Membership. 
"A member on joining the Society agrees to purch- 


ase shares of capital stock at the price of twenty-five 
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dollars ($25.00) each share and pays a deposit of 
five dollars ($5.00) as an initial payment and agrees 
to continue paying into his Share account at the rate 
of five oents per day. 

"A one dollar ($1.0%) membership fee, which is 
not returnable is also *paian 

"The moneys realized from the sale of shares 
is used to purchase new equipment and also to purchase 
shares from members leaving the Society. 

"As all members are required to continue adding 
to their share capital in this manner (that is by the 
five cents per day) certain numbers of them who have 
many years of membership tend to accumulate a large 
number of shares so, to offset this tendency and to 
bring their equity into a more balanced relation with 
the newer members, the Society adopted the practice a 
few years ago of purchasing all shares held by members 
in excess of four. That is to say that where a member 
was foundto own five shares one was purehased from 
him, if he held six shares two were purchased and so on. 

"These purchases were made by moneys from the 
Share capital account. 

"The by-laws provide that interest on share 
capital may or may not be paid. If interest is paid 
it may not exceed 5 per cent per annum. The decision 
to pay or withhold this interest is made at the annual 
general meeting by the members in attendance. 

"Other Services Rendered. 

"In 1934 when the Society acquired possession of 

new premises consisting of a garage and service station 


it branched out into other lines of business than transp- 
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ortation. An agency for the sale of cars was secured 
and a general service station was Operated, catering 

to members and non-members. At the end of 1942 due 
chiefly to war-time restrictions this branch of activ- 
ity was discontinued and the Society reverted to operat- 
ing transportation service only. 

"After the war the matter of reopening the 
garage and service business will be reconsidered, but 
the policy will be to confine our dealings to memkers 
only. 

"Resent Financial Condition. 

"The Society has always maintained a sound 
financial condition and at the present time has some 
$18,600.00 invested in Victory Bonds as a reserve for 
future needs. 

"The last finaneial statement dated June 50, 
1944, shows a liability to the members on aecount of 
subscribed capital of $46,466.00, which was well cov- 
ered or protected by assets of over $61,640.00. 
"Economic Value to Community. 

"Due to the hilly nature of the country, bus 
rates for ordinary passenger traffic between Trail and 
Rossland are very high, the usual rate being fAroy 
cents for one way or ninety cents for the round trips 

"At the time this Society commenced operations 
the bus companies had decided on a special rate for 
workmen of fifty cents for the round trip with no 
SZuarantee of service to everybody. The Society set 
its rates in 1932 at thirty cents for the round trip 
and except for one short period these rates have remained 


constant ever since. Each year and since its foundation 
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the Society has found itself with a surplus on hand 

and this surplus, in accordance with the by-laws has 

been distributed as patronage dividends to the members; 
either in-cash or in credit on share Capital. As will 

be seen by the accompanying balance sheet for 1943, the 
amount so distributed for this year amounted to $7,337.70, 
representing 14 per cent of moneys paid in. 

"Experienee on Income Tax. 

"The Society has always contended both to the 
dominion and provincial authorities that this accumul- 
ated surplus should not be subjected to assessment for 
ineome tax purposes. They based their objections on 
two main points. 

"1. That this surplus could not be considered 

as profits in the ordinary interpretation of 

that term but was in reality Surplus moneys 
collected in exeess of what was required for 

a certain period and belonged to the members 

who had paid it into the funds of the Society. 

"2. That these funds being part of the wages or 

Salaries of the members had already been sub- 


jected to income tax collection at the source. 


"However, the Society has paid income tax but 
still under protest, and in the case of the B. C, 
Provincial Government following a conference between 
The Honourable the Minister of Finance and the officials 
of the Rossland-Trail District Co-operative Council 
in 1939, a measure of relief was secured, the government 
agreeing to exempt all the purely transportation activities 


of the societies involved from any future assessment of 
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their funds, and in our own case refunded to the Ross- 
land Soeiety some $271.00 that haa already been paid 
on this account. 

"Refer to accompanying copy of'brief! and report 
tor further information information on this matter. 
See file No. 5. 

"The matter of obtaining the same measure of 
relief from the Dominion authorities was taken up at 
about the same time but while certain concessions were 
secured we did not secure complete exemption. 

"For further information in this regard copies 
of correspondence, etc., are also attached, see file 
No. 4, 

"Conelusion, 

"In conclusion we would Say that we have tried 
to keep this brief as short as possible and have there- 
fore given only the bare outline of the activities of 
the Society but if more detail on some of the points 
raised or any other information regarding our activities 
is required we will gladly do our utmost to supply 


Same to the Commission." 


BY MR. FRANCIS; 

Q- The brief is complete and therefore there 
are Only two short questions that remain for me to ask 
the witness. Do your members, through their association, 
give particular attention to Safety measures? 

A. Yes, very definitely. One of the features is the 
bi-monthly meeting of the directors. At one of these 
meetings we are presented with a report with reference 
to the fleet. Each car is numbdéred on the Listy; and Tt 


shows the number of miles travelled in the period. 
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The best way to answer the question would be to give 
the total numbers which the fleet has travelled. Here 
is a sample copy for November, 1944. The total mileage 
covered by the fleet was 2,512,294 miles, and notwith- 
Standing all that mileage there has not been a single 
accident. 

Q- Do you take precautions against aceidents? 

A. Yes. We take extreme precautions to avoid aecid- 
ents. The drivers are instructed that they must travel 
a maximum of twenty eight miles an hour only, and in 
second gear. 

Q- And do they adhere to that? A. Yes, or else 
they don't drive any more. 

Q- As Mayor, you have an Opportunity to know 
what interest is taken in civic elections, and you are 
in a position to compare that with the interest taken 
in elections in connection with the cooperatives. How 
do they compare? A. The best answer to that would 
be to give a concrete example. In the 1944 elections 
in the transportation society there were six vacancies 
on the directorate and there were sixteen candidates, 

In the same year in the civic elections there were three 
vacaneiles on the council and there were three candidates, 

Q- In other words, the interest is keen? 

A. Yes, and the vote is heavy; there is a 75 per cent 
vote for directors, whereas you are lucky if you get 
SO or 35 per cent on the council. It igs democracy in 
action, 

Q- In addition to the economic value, are there 
other values to the community of a fraternal nature, or 


advantages from the standpoint of goodwill? 
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A. I don't know if any of you gentlemen have ever 
lived in a small town, but if you have, then you have 
no doubt found that generally speaking there are two 
or three who carry all the heavy work. In my own 
ease, during a period of two Boe or have been carry- 
ing on as chairman of the Finance Committee and as 
chairman of various drives and so on. I have found 
one thing very definitely proved, and that is the good 
community spirit that has been built up. When I call 
for workers or committees to organize a drive of any 
kind the response is very heartening and is a credit 
to the community. It reflects credit on the work 
done by these transportation societies. 

BY MR. PARKER; 

Q. There is only one question which I wish 
to ask. J understand you to say in your brief that 
you have been paying taxes in years gone by? Ay Yes. 
We did pay tax. 

Q. And you took it up with the department and 
got relief at Vancouver but not complete relief at 
Ottawa? <A. That is true. " 

Q. Attached to your brief there is a letter 
which is not dated. It is from Mr. Esling, who is 
the member of Parliament for that district. You say 
that certain suggestions were put forward, It makes no 
difference from whom letters come, but were you able 
to act on that? Did you take action in accordance with 
the suggestion? A. No, except -- well, yes; I would 
say we did gain some advantage from thats rimithatrit 
eneouraged our directors to distribute to the limit their | 


patronage dividend. 
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% I notice also, as I read these suggestions, 
that so long as you confined your aetivities to your 
original idea, that is, transporting yourselves, that 
seemed to be a perfectly bona fide cooperative under- 
taking. A. That is the opinion expressed by the 
officials. 

Q- But when you branched out and went into 
the business of a car-selling agency you were on the 
border line of getting into business? A. Yes, 

They were not prepared to treat that in the same 
light as our transportation activities. 

THE CHAIRMAN: And did you confine your aect- 
ivities to transportation only from that time? 

THE WITNESS: In a way we still continued op- 
erating the garage until 1942. 

BY MR. PARKER: 

Q- You state in your brief that you gave it 
up, but it is still open? A. Yes. The charter 
permits us to do it. 

Q. I am wondering if that igs not possibly 
your difficulty? I am not here to make suggestions 
but to get your views; but if you did go into general 
business would you not be departing from what you 
understand a true cooperative to be, and would you 
not therefore be subject to the incidence of taxation 
to some extent? A. Do you wish my opinion? 

Q. I don't exactly want your opinion. However, 
what is your opinion? A. My own opinion is, and it 
has been demonstrated, that you can run any business 
On a cooperative basis and there is no reason why a 
garage and service station should not be run as well as 


a grocery store or any other kind of undertaking like 


that. 
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Q- Without making profit? ie Without 
making profit. 

%- You don't agree with the argument presented 
to the Commission this morning by Mr. Locke? A. No, 
I don't, subseribe to that argument. 

Q.- You take the contrary view? ee LoS 4 

BY MR. FRANCIS: 

Q. At the bottom of page five of your brief 
J notice that in the future your policy will be to con- 
fine your dealings to members only. The garage business 
you intend to make cooperative? As If we reopen it, 
it will be confined to members. | 

BY MR. PARKER; 

Q- I am referring to the Selling of cars. 

THE CHAIRMAN: Do you eover your operations with 
insurance? 

THE WITNESS: Every possible angle is covered 
with insuranee. We had a special policy with Lloyds 
of London which the ordinary passenger does not have. 

BY MR. ELLIOTT: 

@. There is one small point. In the last 
Six years, you say, you have paid no interest on share 
capital? A. That is true. 

Q- That policy enables you to distribute more 
in refunds to your members as refunds than if you had 
to pay interest on share capital. A. Yes, because 
that would be charged to operating anyhow. 

Q- I am not criticizing you; I simply wish to 
bring out the facts. Therefore, since these refunds 
to members are not taxable, the fact that you are not 
paying interest on share capital makes you subject 


to less income tax than you would be otherwise? 
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ae That is’ true. 
BY MR. V/AUGHAN: 

Qe You are referring mostly to work people, 

I presume anybody can be a member and derive the ee 
efits set out there -- not only work people. 

A. It 1s true there are others who are not workmen 
who are members, 

Q. «anyone who travels ean become a member 
and get the benefits? a. Travelling between those 
two points at the specified times, yes. But we have 
Members who have invested in the cooperative for the 
support of the transportation society rather than in 
order to derive any riding benefits. 

Q- How do you get money to carry on and buy 
automobiles? 4. We borrowed from the bank in the 
Piray pLece » 

Q. You borrowed entirely from the bank for 
that purpose, for all your requirements? A, When 
large sums were required. One year we sent twelve 
drivers to eastern Canada to drive twelve cars home 
and we had to find seventeen or elghteen thousand in 
cash. 

Q- Some of the reserves are used to buy motor 
cars when you are in the business of selling motor 
cars? 4. Do you mean, when we were in the garage 
business? 

Q- Yes. You needed money to buy cars in order 
to sell them? «A. That was on consignment usually. 

Q. Was any of the members’ money used to pur~ 
chase them? A, No, 


Q. These were reserves? Ae YOs, 
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BY MR. PARKER: 

Q. Reserves plus the eredit you got from the 
Bbenk? A, Yes. 

BY MR. VAUGHAN: 

Q- I understood you to say that none of the 
reserves was used. A. No. That was kept as a sep~ 
arate department, and some of the old balance sheets 
show that. Since coming here I have received a letter 
from one of the other societies mentioned and they give 
a certain amount of information about members’ rights 
and so on. If you wish to have it on the file I will 
hand it over, 

THE CHAIRMAN: What Security do you offer the 
bank for your loan? 

THE WITNESS: In the first instance we have to 
give personal security but after we became ineorporated 
they accepted us as they woulda any Other business. We 
have Victory Bonds now. 

THE CHAIRMAN: That concludes the case? 


MR. FRANCIS: Yes, 


The Commission took recess until 2 P..Ms 


eoeoeeternaeeeeveeveeevreveeee 
The Commission resumed at 2 p. m, 


MR. PARKER: I propose to submit the next 
brief that has been filed, which is on behalf of the 
British Columbia Credit Union. 

MR. FRANCIS: I will call Mr. Burns. 


J» W. BURNS, 


President, ‘ 
The B. C. Credit Union League 
having been duly sworn testified 


as follows: 
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BY MR. FRANCIS; 

Q- Mr. Burns, you reside in Vaneouver? 
A. Yes, that is right, 

3+ nd you are President of the British 
Columbia Credit Union league? A. That is right. 

Q- Before you read Your Oriel . woulda 1) ie 
to make a preliminary statement. The entire submiss- 
ions on behalf of the Credit Union's movements in this 
provinee are grouped together in Fick: One submission 
that is being made at this time. it involves scores 
of individual eredit unions and two federations, and 
it was thought that by bringing them together in one 
brief rather than calling a number of witnesses it 
would save time and would be more satisfactory to the 
Commission and to the Credit Union Movement, The 
movement is quite new in this province although, as 
you know, in Quebec and in some other provinces it has 
had a long history. There is not as much, as in some 
other provinces, in the way of records, but during the 
last few years headway has been rapid, and the whole 
story will be told. This is the Only submission that 
will be made on behalf of the Credit Untons, “2G ts 
Clear that the Credit Unions come within the terms of 
the Commission's reference. Will you proceed, Mr. Burns? 

THE WITNESS: As already pointed out, we have 
three submissions, concerning Credit Unions in British 
Columbia, The B. C. Credit Union League and The B. CO, 
Central Credit Union. The brief reads: 
"General. 

"Just as the Consumer Co-operative Movement 


Sprang from the dire need of a hard-pressed group of 
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factory workers in England, so the 'People's Banks', 
or, aS we know them here, the Credit Unions, sprang 
from economic distress of rural people. Raiffeisen, 
the father of the People's Banks in Germany, discovered 
that one of the primary needs of the small farmers in 
his neighbourhood was a type of money credit which 
the commercial banks could or would not supply, and 
they became quite often the victims of unscrupulous 
money-lenders who charged usurious rates of interest 
which kept those people in perpetual economic bondage. 
in spite of their abject poverty, Raiffeisen was 
able to convince them that jointly or cooperatively 
they could, through systematic savings, pool their 
meagre resources and thus create a fund from which the 
individual could borrow in time of need and distress. 
"With certain modifications and adjustments, 
Since their establishment in Germany about the middle 
of the last century, Credit Unions have found their 
way into practically every country of the world. On 
this continent the first Credit Union was formed in the 
year 1900 at Levis, Quebec, by Alphonse Desjardins, a 
journalist. Early in 1909, Desjardins came to Boston 
and aided in drafting the bill which made Massachusetts 
the first state to authorize credit unions. Edward A. 
Filene, a wealthy Boston merchant, played an important 
role in the development of Massachusetts credit unions 
which are still a model. While this legislation was 
being adopted, Desjardins journeyed to Manchester, 
New Hampshire, where he helped set up one of his 
'People's Banks' among the local French-Canadians. 


This society, named La Caisse Populaire Ste. Marie, 
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enjoys Ae distinction of being the first credit union 
in the United States. Later other states followed the 
example of Massachusetts, so that now the federal gov- 
ernment, forty-two states, the District of Columbia and 
hine provinces of Canada have laws governing the form- 


ation of credit unions. 


NLOOG ls 


"The Credit Union movement in British Columbia 
can trace its development to the need which existed 
among certain groups of people, and to the fact that 
St. Francis Xavier University in Nova Scotia, was be- 
ginning to work out some remarkable experiments in co- 
operative endeavour. In both cases unemployment was 
rife and the workers were in dire circumstances. Under 
the aegis of St. Francis Xavier's work, a group of un- 
employed workers ina community adjacent to Vancouver 
set up in the year 1936 what they called a ‘credit union! 
in a groping attempt to better their condition. .t 
about the same time a group of transport workers operat- 
ing between Vancouver and Seattle had developed a clud 
for the purpose of saving up money throughout the year 
for Christmas expenses. While begun strictly as a 
Saving organization, one member who had acquired a 
knowledge of the working of credit unions from his trips 
across the line observed that it was 'a shame to have 
the money lying idle throughout the year.' It Gas oe 
a short step to develop this group into a Credit Union, 
with able assistance from Mr. Carl A. Andrus of the 
Washington organization. 

"Here then, were examples of the need for 


legislation with regard to credit unions in British 
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Columbia. This was enacted in 1938 as a 'Credit 
Unions Act' (1) which came into force me 1938, prom- 
ulgating a standard set of rules (2) and providing 
for the appointment of an inspector. 

"Definition and Purpose. 

"Briefly defined, a credit union is an assoc- 
iation of persons united by some common bond or comm- 
unity of interest, such as common employment, business 
association, geographical location, common religion, 
or common racial origin, joined together in a mutual 
endeavour for the following purposes: 

"a, To encourage thrift by providing a 

safe, convenient, and attractive medium for 

the investment of the savings of its members, 

through a systematic plan of saving; 

"b. To promote industry, eliminate usury, 

and increase the purchasing power of its 

Members by enabling them to make use of these 

joint savings in the form of individual loans 

to themselves at reasonable rates of interest 
for productive and providend purposes; 

"ce. To educate themselves in the importance 

of thrift and the care of savings, thereby 

training themselves in business methods and 

self-government, and kringing to themselves a 

realization of the value of united democratic 

effort. 

"The essential point of credit union theory and 
practice is to enable people to help themselves when 
help is needed. By promotion of thrift and wise borrow- 


ing the purchasing power of the group in which the credit 
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union operates is enhanced. The members can make 
their dollars go farther by having ready cash with 
which to buy in quantity and by effecting savings 
through elimination of carrying charges on goods which 
ordinarily would be purchased on the instalment plan. 
Society as a whole is benefitted by the increase in 
the living standards of low income groups. From this 
viewpoint alone credit unions believe their existence 


justified. 


"Democratic Control. 


“Control of a credit union is vested in the 
members through their annual meetings upon the basis 
of one member one vote. There is no proxy voting, 
and the rules provide for ten per centum of the memb- 
ers to form a quorum. These minimum restrictions 
alone would indicate the democratic nature of the credit 
union. 

"Administration is accomplished by a Board of 
Directors, varying from five to twelve, elected at 
the annual meetings. 

"Loans are granted upon the approval of the 
Credit Committee, also elected by the members. Here 
lies another reason for the popularity of credit 
unions: the Credit Committee, being members themselves, 
are familiar with the reat and the ability to pay of 
the applicants for loans, and consequently are in a 
position to deal more fairly and impartially with the 
matter than could any other agency. Since the purpose 
for which the money is required must be stipulated on 
the application and must be, in the opinion of the 


committee, for a provident or productive purpose and 
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of probable benefit to the borrower, it follows that 
not all applications are approved. Credit ig easy 
but. not necessarily lax, 

tA Supervisory Committee is elected for the 
purpose of auditing the books quarterly and annually. 
This committee ig Tesponsible directly to the member- 
ship, and no member of this committee may Serve on 
the Credit Committee or the Board of Directors. 

"It is notable that all these committees, 
aS well as the Board, are elected by the members, in 
demonstration of the democratic nature of the credit 
union. Further evidence of the spirit of the move- 
ment is found in the fact that no Pemuneration is all- 
Owed to members of the foregoing board and committee, 
Yet, there ig usually keen competition for these offices 


at every election. It would appear that people, given 


the Opportunity under a democratic economic organization, 


are inherently less Selfish than the existing competit- 
ive system compels them to be, 

"A treasurer is appointed by the directors 
WHO is, in practice, the general Manager of the credit 
union. He may receive remuneration for his services 
but it is uncommon for him to be on other than a part- 
time salary. The treasurer and any other person hand- 
ling money or securities of the credit union must te 
bonded. During the entire life of the movement in 
this province not one defalcation has occurre4, 

"Government supervision is maintained through 
Fading or quarterly and annual reports with the Inspec- 
tor, and by periodic inspections by him or his Deputy, 
both of whom are civil Servants. Although there igs no 


Standard system of jurisdiction for credit unions across 
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Canada, in British Columbia they are under the Dep- 


artment of the Attorney General. 
"Achievements _ | 

"Since authorization of credit unions by the 
Legislative Assembly in 1938, progress has been cont- 


inuous and steady, as the following table shows: 


Number of Total 

Credit Unions Membership Total Assets 
1941 yet 4,724 $ 90,730.64 
1942 85 hero 213,086.95 
1943 109 UPC RE, 503,281.70 
1944(June) 120 14 , 883 Hoos O92. 07 


"Up to the present date one hundred and thirty- 
five credit unions have been incorporated, of which 
One hundred and twenty seven are now operating with a 
membership ranging from 16 in the smallest to nearly 
1,400 in the largest and with assets ranging froma 
few hundred dollars to nearly $150,000. 

"There are four major types of credit unions, 


which, in British Columbia, may be classified as follows:- 


Community 58 
Occupational 43 
Organizational oo 


*% Denominational(3) 9 
(3) This ineludes one credit union whose members are drawn 


from the congregations of several churches. 


"The majority of credit unions are of the 
community type, but the bulk of the membership and 
assets are found within the industrial groups, Growth 
of the movement in British Columbia soa far has been of 


two kinds, namely, (a) an increase in the number of 
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credit unions and (b) an increase in the membership 
of the existing credit unions. Not only has the 
movement as a whole grown but the average saving per 
member has also increased, as the above table shows. 
Growth so far has been spontaneous rather than dire- 
ected. 

"Although figures are not immediately avail- 
able for the province as a whole, two large credit 
unions investigated show that their capital has been 
loaned more than twice. This would indicate that the 
total loans made by credit unions in this province 
approximates $2,000,000. This extra purchasing power 
must have added considerably to the well-being of the 
people in British Columbia. 

"Our credit unions have an enviable record, 
coming into existence as they did during the war years 
They have invested many thousands of dollars in Victory 
Bonds and have aided and facilitated the sale of Victory 
Bonds to their members, in many instances providing an 
extremely low-cost loan for this purpose. Order No. 75 
of the Wartime Prices and Trade Board, together with 
the shortage of consumer goods, has curtailed to a 
great extent the avenues through which loans would ord- 
inarily be made. Consequently several credit unions, 
finding themselves with excess funds, have ventured 
into the field of real estate loans. In this way many 
people have been enabled to take steps towarcs acq- 
uiring through construction or purchase a home which 
would have otherwise been denied them. In a small 
way these loans have, no doubt, played a part towards 


alleviating the existing housing shortage. 
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“Through their membership in the British Col- 
umbia Credit Union League, the credit unions of British 
Columbia are affiliated with the Credit Union National 
Association whose headquarters are in Madison, Wisconsin. 
This international body tends to reconcile the various 
Shades of political opinion, religious belief, and 
racial origins which exist in the ranks of the move- 
ment. The National Association has devised a standard- 
ized set of accounting forms which are followed almost 
exclusively throughout this province. The Association 
has also set up a great Mutual Insurance Society for 
the principal purpose of insuring loans against the 
death of the borrower and also for insuring the savings 
of members. This latter plan is unique in financial 
history inasmuch as it undertakes to douvle the sav- 
ings of a credit union member upon his death. 

"The operation of this Life Savings Insurance 
can be best explained by a case history. A certain 
credit union member had to his eredit upon enlistment 
the sum of $1,429.79. The war clauses in our credit 
union insurance are of a generous nature, and this 
member was not discriminated against when he was 
killed in the Italian campaign, The effect of this 
insurance is to double a member's Savings up to the 
first $1,000, so the mother of the member concerned 
now has $2,429.71. This mutual insurance society 
Operates as a cooperative, returning to the credit 
unions any premiums paid in excess of the actual cost 
of operation and claims. 

"The foregoing demonstrates that tolerance and 


security are characteristics of the Credit Union movement. 
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"Operation. 
"Interest Rates, 

"In line with the usual cooperative practice 
of selling at the market price, credit unions charge 
interest on their loans a rate not exceeding 1] per 
cent per month on the unpaid balance. On a loan of 
a $100 repaid in twelve monthly instalments this 
amounts to $6.50 which compares more than favourably 
with the rates charged by many finanee corporations. 
Although this is twice the rate charged by certain 
banks specializing in small loans, the most comp- 
arable example is a well known commercial bank which 
also insures outstanding balances of loans, as the 
Credit Unions do. Even in this case, however, there 
are many advantages in borrowing from a credit union. 
One of these is that the borrower is also a part 
Owner and as such has his voice in the control of the 
organization -- which he does not have in the case of 
the bank. Loans from credit unions are relatively 
easy to obtain, based as they are on the borrower's 
character rather than his collateral. 

"Distribution of Surplus. 

"Since the members of a credit union are mainly 
working people, the loans they obtain are relatively 
Small in amount. The interest they pay constitutes 
the prineipal source of income of the credit union, 
out of which it has to pay the cost of operation and 
limited return on the members’ savings. The dividend 
paid rarely exceeds 3 per cent, and sums in excess 
of the amount required to pay this interest are normally 
rebated to the borrower as a patronage dividend in 


proportion to the amount of interest he has paid. There 
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is no justification for any plan which contemplates 


taxation of such a return of over-charged interest. 


"Reserves. 


"To ensure maintenance of a sufficiently liquid 
position to meet ordinary withdrawals of savings, 
credit unions are required to have at all times in 
cash, in bank, or in the Central Credit Union 5 per 
cent of all long term savings (shares) and 25 per 
cent of all short term savings (deposits). As ig 
the case with chartered banks, notice of withdrawal 
may be required, but in practice this rule is not 
invoked. In addition to these cash reserves, a stat- 
utory reserve or Guarantee Fund is maintained to cover 
losses arising from bad loans or non-realizable 
investments. This is built up year by year by the 
allocation of 20 per cent of the net surplus distrib- 
ution. 

"Shares. 

"In several instances the terminology used with 
regard to credit unions is often misleading. The very 
name ‘Credit Union' has an unpleasant connotation for 
some people, despite the fact that is really implies a 
‘People's Bank'. Another misnomer is particularily 
evident in the case of long term savings which are com- 
monly known as 'shares.! These Savings are not shares 
at all in the ordinary sense of the word, inasmuch as 
no certificates are issued. No numbers are given, and 
they are withdrawable practically upon demand. The 
only justification for the use of the term 'share! is 
to define a ‘unit of Saving'. For all-practical 


purposes they are analagous to savings bank accounts. 
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Since interest on savings accounts is not taxed at 
the source, it is submitted that interest or divid- 


ends on credit union ‘shares’ should not be taxed. 


"Recommendations and Conclusions 
te eS Ene VOnCLUsions 


"To sum up, it might be said that eredit unions 
are cooperative people's banks run on the same gen- 
eral principles as consumer cooperatives. Both con« 
sist of groups of persons banded together to do some- 
thing which they cannot do as individuals. Their 
members believe that the taxation of thrift and saving 
would be a retrograde social step. As low income 
groups who are endeavouring through their own efforts 
to raise their standard of living, they feel that 
government effort should be directed to assist rather 
than to hamper them. 

"As far as deduction of income tax at source 
on the nominal interest paid to saving members of 
credit unions is concerned, the amount of work inv- 
volved in computation as compared with the revenues 
derived would be completely unwarranted. In addition, 
Since most of the members of credit unions belong to 
low income groups, and since many members are children 
and housewives with non-taxable income, the government 
would, we believe, be compelled to refund more tax 
money than they would actually retain. 

"Credit unions have, within a generation, be- 
come an integral and potent force in the social and 
economic life of Canada. Their continuous growth 
and negligible losses have demonstrated a fact prev- 
lously much doubted, namely, that the average man is 


honest if given a chance. They have filled a gap in 
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the credit structure of our society, and have demon- 
strated that a need existed for such a movement. 

MID addition +6 meeting the immediate needs of 
their members, credit unions and cooperatives exercise 
a Stabilizing influence upon the economy of a country. 
By extending purchasing power, they lessen the likelj- 
hood of accumulating Surpluses of goods with the result- 
ing reduction in employment. This fact has been dem- 
onstrated in the Seandinavian countries in pre-war 
times where cooperative enterprises were most highly 
developed. These countries experienced econonic 
fluctuations, it is true, but the amplitude of the 
curve of boom and depression wag Slight. It would 
appear to be a wise course to foster the development 
of cooperatives and credit unions and not to hamper 


their growth and operation by any form of tax legislation. 


PpeculOn Tl = Ba 0. Credit Union League, 
"History 

"Prior to 1944, the credit unions of British 
Columbia were unofficially organized into the B.c. 
Credit Union League which had grown out of an earlier 
organization known as the B. C. Crédit Union Assoc- 
lation. The legislation enacted in 1944 permitted 
Credit Unions officially to join the Leasue and pay dues 
thereto. The unique feature is that the league is tn 
actuality a cooperative association and is incorporated 
under the 'Co-operative Associations Act! rather than 
the 'Credit Unions Act'. Although the latter Act 
permits cooperatives to join credit unions, the B.C. 
Credit Union League is the only cooperative to which 


credit unions may belong, and its membérship is con- 


fined sclely to credit unions. 
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"Ob jects _ 

"The specific objects of the B.C. Credit Union 
League are laid down on pages 5 and 6 of the Constit- 
ution and By-Laws. Although not admissable for in- 
corporation purposes, the League's prime reason for 
existence is the general fostering and furthering of 
the credit union movement. 
"Organization 

"The B. C. Credit Union League, composed of 
one hundred and twenty one credit unions is organized 
and operated along cooperative principles, each memb- 
er credit union being entitled to one delegate and 
one vote at the annual meeting. This body elects 
eighteen directors, each from a different credit 
union, and a Supervisory Committee of five members. 
Further to ensure a wide representation on the Boarc¢ 
Directors, it is stipulated that not more than nine 
directors may be resident in the area of Greater Vanc- 
ouver 

"Capital is obtained by the sale of five-dollar 
shares to momber credit unions to the maximum of one 
Share per $10,000 of the member's own Capital, Un co 
the present time, however, share holdings (with one 
exception) do not exceed one share per member, 
"Operation 

"Ineorporation of the League was sought under 
the 'Co-cperative Associations Act' because the League 
is not itself a credit union. It is a service organ- 
ization and with three departments: -- Publication, 


Stationery Supplies and General Services. According 


to the by-laws, each department operates ‘ina financially 
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autonomous manner'. For example, the Publication 
Department's principal business is the printing and 
distribution of an official organ, 'The B.C. Credit 
Unionist', subscriptions for which are credited to the 
member credit unions. At the close of the fiscal 
year, any surplus accruing from the operation of this 
department is returnable to the oredit unions upon the 
basis of the subscriptions sold to their members, 
The Supply Department maintains and operates equip- 
ment for producing stationery and accounting forms, 
tending towards standardization of procedure in 
eredit unions throughout the provinee. All the stand~ 
ardized credit union forms at present used in British 
Columbia, as well as a considerable volume of custom 
work, are now being produced by the Supply Department 
of the B. C. Credit Union League. In this case, also, 
surplus accruing at the close of the fiscal year is 
returned to the credit unions as a patronage dividend. 
"The general operation of the League is finan- 
ced by dues paid bythe credit unions on a per capita 
basis er as a percentage of interest income, whichever 
is the greater. In effect, although not measurable 
in dollars and cents, the credit unions receive in 
services such as organizational assistance, accounting 
advice, insurance bonding, and educational material 


the equivalent of the dues paid. 


"Achievements 


"The fact that one hundred and twenty one of the 
one hundred and twenty seven operating credit unions 
are members of the League would indicate that the 


League is a representative as well as popular body. 
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INA incorporation in 1944, the problem 
of financing was acute, as working capital was non- 
existent. Despite this handicap, a substantial pat- 
ronage dividend was declared last year. 

"The League has been instrumental in securing 
improved legislation, not Only to effect its own incor- 
poration and that of the B. C. Central Credit Union, 
but also to better the operation of credit unions in 
the province. It has acted as a Clearing house of 
ideas through its annual meetings, and has tended to 
reconcile within its ranks various shades of political, 
religious, and economic beliefs. In many ways the 
B. C. Credit Union League has been a stimulating and 
unifying factor in the Credit Union Movement in British 


Columbia. 


"Recommendations 
ee Sabo Bb Gations — 


"The B. C. Credit Union League submits that it 
is a service organization for the following reasons: 

a. Its Publication and Supply Department 

operate as cooperatives, returning surplus 

to the members as patronage dividends; 

b. Its general operation is financed by dues 

paid by the members in return for services 

rendered. No surplus accrues from the general 
operation and the more dues the more service 
rendered. 

"In short, this body gives hack to its members 
all that it receives, and (need we labour the point) 
therefore could not justifiably be subject to taxation. 

"Section III - B. C. Central Credit Union. 


"History 
"At the annual meeting of the (incorporated) 
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B. ©. Credit Union League held in Victoria in June, 
1943, a committee was set up to work out details of 
legislative amendments necessary to effect incorporat- 
ion of a Central Credit Union ana to draft a Constitution 
and Rules (5). This work was accomplished during the 
winter of 1943-44 and the necessary legislation passed 
early in 1944. In May of that year the B. Cc. Central 
Credit Union came into being, holding its first annual 
meeting in June, 
"Organization 

“Membership in the B. Cc. Central Credit Union 
is open only to Credit Unions and cooperative associat- 
ions incorporated under British Columbia laws. Control 
is vested in the members through the annual meeting to 
which each member may send one delegate with one vote. 
At this meeting nine directors are elected, each froma 
different member organization. With the same proviso, 
a Credit Committee of five and a Supervisory Committee 
of three are elected. The directors appoint a manager 
and assistant manager. The duties of the officers and 
the organization in general are Similar to those of an 
ordinary credit union. 
"Objects 

"The objects of the B. C. Central Credit Union 
are, in general, merely an extension of those of indiv- 
idual credit unions, being comparable to a community 
credit union, save that its common bond embraces the 
entire province. It exists to provice a repository for 
the surplus and reserve funds of its members and to make 


loans to the members from the fund thus created. 


"Operation 
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"The work of the B. C. Central Credit Union 
has been limited by its short duration. The capital 
consists of shares purchased by the members on the: 
basis of $5.00 for each $1,000 of the members’ total 
assets as of the preceding December 31st. These share- 
holdings are subject to revision annually in light 
of the member's balance sheet as of the close of each 
year. Deposits are accepted from members and interest 
allowed thereon at 1-1/2 per cent per annum. On loans 
the rate is 4 per cent per annum on the unpaid balance. 

"With one exception, loans so far granted have 
been solely to credit unions for the purpose of re- 
lending to theirmembers. It is relatively easy for 
credit unions to obtain loans from the 'Central', as 
they are empowered to borrow up to 25 per cent of their 
Own capital upon the sole security of the signatures 
of their officers and with the sole approval of the 
Credit Committee of the 'Central'. Co-operative Assoc- 
iations must obtain, in addition, the approval of the 
Inspector of Credit Unions before being granted a 
loan. 

"ihe principe. difference between the operation 
of the Central and that of individual credit unions is 
in issuing monthly statements to the members rather than 
pass-books. And, of course, no insurance covers 
deposits or loans since the members, being corporate, do 


not die natural deaths. 


"Achievements _ 


"With the seven months’ operation there is little 
to report save that membership now consists of fifty 


three credit unions and two cooperatives. Assets total 
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approximately »15,000, of which $3,000 is vested in 
seventh Victory Loan Bonds, and approximately $6,009 
is out on loans. When normal conditions return, a 


heavier demand for loans is anticipated. 


‘Recommendations 


"The B. C. Central Credit Union contemplatas 
a patronage dividend as a routine part of distribution 
of surplus, although it has not yet completed a fiscal 
year. 

“The arguments advanced with regard to exempt- 
ion from taxation of credit unions apply to the case of 
the B. C. Central Credit Union. Since the members 
Own the Central Credit Union, any form of return made 
by the Central to its members ultimately represents 
a Saving in costs to the individual member. As such, 
there should be no taxation. 

"A corporate tax on an institution with a spread 
from 1-1/2 per cent in interest paid on deposits to 
4 per cent charged on loans would be stifling, To 
tax the income derived from an interest over-charge 
which will be returned is unwarranted. We submit that 
credit unions are not subject to corporate tax. Thus, 
the returh made to them by way of interest or dividend 
on Central Credit Union shares or deposits could not 
be taxed at source since it comprises a part of the 
income of a tax-exempt group. In the final analysis 
any tax upon a central organization such as the B. C. 
Central Credit Union would constitute a hidden tax 
upon the ultimate credit union member. 


"Respectfully submitted 
on Behalf of 


The B. C. Credit Union League." 
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Documents filed by The B. C. Credit Union League: 


Exhibit "A" - ‘An Act Respecting Credit Unions. 
Exhibit "B" - ‘Constitution and Rules. 
Exhibit "c" - Constitution and By-Laws of the B.C. 


Credit Union League 


Exhibit "Dp" . Constitution and Rules of the B.C. 
Central Credit Union 


BY MR. PARKER: 

Q- I do not know that there is any particular 
point on which the Commission would like further inf- 
ormation in addition to what is set forth in the brilen; 
unless there happens to be some confusion about the 
relationship of these three institutions one to another. 
A. Would you like me to clarify that? 

THE CHATRMAN: I think the members of the Comm- 
ission would like to know the set-up of these three 
organizations. 

THE WITNESS: The credit unions are set up as 
independent groups. The British Columbia League is 
the parent body of all the credit unions; that is; 2% 
brings them together so that they can work together 
to better advantage. Under the act we are allowed to 
receive dues from each credit union. We have nothing 
to do with loans. We look after sducational work be- 
Cause we are only the parent body of the credit union, 

BY MR, PARKER: 

Q- Let us take a small unit, the so-called 
credit union. That, I take it, is incorporated under 
the Credit Unions Act? A. Yes. 

Q- And in a word, the purposes and objects of 
the credit union are principally to receive deposits 


from its members? Ae That’ is ,rient. 
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Q. What is the relationship of the man who 
puts up money, the member, to the unit? Does he buy 
Shares and place his money in the payment of shares 
or deposit it with the Union or loan it to the Union? 
A. He is a member of that Union and can purchase a 
Share, or in some cases they have deposit accounts. 

Q.- But he doeg buy shares? Ay ‘That is 
right, 

Qe Any number he cares to buy? A. Some 
credit unions in their by-laws limit the number of 
Shares to five hundred or gome such figure. 

2- Suppose he buys a certain number of shares 
and pays so many dollars for them. That goes to the 
Treasury of the Credit Union? a. Yes. 

Q- In addition tothat he makes deposits as in 
a bank? A. He could in some cases, but the credit 
unions do not have deposit accounts. 

Q- That is the ordinary thing to expect. On 
what terms does he deposit it -- as in a bank, receiving 
interest on monthly or quarterly balances? A. The 
practice is the same, I believe. 

Q- At a rate to be fixed by whom? A. The 
Board of Directors. 

Q2- So that from the sale of shares or from 
deposits received by members the Credit Union has a 
Substantial sum of money at its disposal? A. Yes. 

Qe What is the purpose of building up the 
fund? A. So that the members when they need a loan 
have a place to borrow. 

THE CHAIRMAN: Are there any other sources of 


establishing this capital? 
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THE WITNESS: No. That is their sole place to 
receive capital. 

BY MR. ARNASON: 

Q- They can borrow? A. Yes, but that was 
not the point. 

BY MR. PARKER: 

Q. Is it the purpose and the practice, in 
making loans, to confine them strictly to the members? 
A. Yes. Under the act they hare to. 

Q. Who fixes the rate of interest on which 
loans are made to the individuals? A. There is a 
limit, which was mentioned here, of 12 per cent per 
annum -- that is the top -- or 1 per cent per month. 

9. Is that the same thing? A. We are be- 
ginning to wonder. 

Q. Are you restricted to 12 per cent per annum 
or 1 per cent per month? A. At the present time we 
are instructed to charge 12 per cent. 

Q. Under the set-up are you restricted by 
law to 18 per cent per annum or 1 per cent per month? 
A. Twelve per cent is mentioned in the act. 

9. I understand that, but that may have been 
misinterpreted to mean the same as 1 per cent per month? 
A. Everyone thought that until a short time ago, but 
after working it outnwe found that it made a fraction 
of differences. 

Q. The practice is to charge the maximum? 

A. Most eredit unions do. 

Q. As a general rule; that is a fair way to 

Stato it? A. «Yes. 


Q. Let us say a union has been organized and 
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makes a number of loans during the year. The rate of 
interest it receives is considerably in excess of that 
which is paid on the deposits? A. That is right. 

Q. You mentioned one and a half to four? 
aA. That would be about right. 

Q. Out of that 3 per cent -- I do not know 
what it is, but let us say 3 per cent -- increase of 
receipts over disbursements is used for paying off 
expenses? hin Xesy 

Q. And ineidental things; and having paid 
that, you have some left? A. That is right. 

Q. What necomes of that? <A. We also pay 
insurance premiums on members’ savings and also on 
their loans. 

Q. Including that as a part of the general 
charge? A. Any surplus is given back as a share 
dividend at the end of the year, or some is given as 
a patronage dividend, 

Q. Let us say you have $5,000 after you have 
paid insurance and so on. A. Yes. 

9. Now let us see what you do with it. You have 
now outstanding a certain amount of share capital? 

a» Yes. 

Q. Do you first pay a dividend on that share 
capital? ie ites se 

Q. What percentage? A. «round 3 per cent. 

Q. It varies with different unions? A. They 
have the right to pay six. 

Q. In practice, as far as your knowledge goes, 
{4t goes to three? A. We recommend that. 

Q. What do you mean by "we"? A. The league. 


9. Then you have some left. How do you apportion 


cgton a oe aie vat: 


7 
a 


it. ‘te ‘waeaxe ai have to toes PL: deer: 
a ree ee ay 
Piats ae ieal ee i a 


Sng pu ise e a eE* he 
ee eee pandi ant an 
ncaa hon ab: Lis~ dane tog 4s ante wy gud ae 
ie -eeadnen! -- dien woq eee eu ol dedojed th teat 
PANG ahiyen tot bees od stieteawdelh seve sigtstet 

seat Js Feoaisqze 
grived She ania jedacdist? Sad.’ af | 


> T%el emee eved yoy vont 


Gh 
* 
» 
i 
t~ 
a 
+ 
— 


Wad oete GY wh Seott.o Bement camw 2D 
no Gel - bor sunlredt “eieenieg ne baie eines 


4 


ee i Oey wOrt Gi atidd 
Recon. ats io -3Toy & BA bode setberivatl © eres 
dean « os Most oeer ts. e2 SeegeS wa A Jenene 
Sp devin qi came se ance’ ait Bohne edt da taent vith 
Se hee iat peels Sal 6 oh ee PS ‘ORs kROTIR g 
eyes: Ms scaoohieh MR ek ee 

26 | i pa ce bao oonesent Biag 


Pa. at? ign £0 winees fabs tw soe hi- det wort’ «- 


Mevting steve depene Aleerso- 8 ania sano wom 


fal 


BanneO LEG aOR . om fesatnobisg Fink af 


meeay a) Pehwins. dnote THES Sd tw ee tnicve OT = 42 


; ‘ws eee esi be ddatr ed? evra 
‘ ’ ‘ > = ek u = aieuiahs! rai r a 5 _ / 
Asan Be) tee a) ee ee Ae ee ites) bare ae yeoi?t Hiv q , 7% ae 
it Renmosot SWowd  Sesat® ef. c00g at 


Sides ie L au? < «4 Show? ty Aaa BOY ob sanWoo.D 


MOS HOT eo ¥ on .dtel eon evel. Loy aed? «af 


B-365 


-365- - Mr. Burns 


it? .. The balance left is given baek usually in 
patronage dividend. 

Q- You call it patronage dividend. What do 
you mean? Ae Suppose I had paid in ten dollars in 
interest during the year for loans and we were able 
to declare a 10 per cent patronage dividend, I would 
be estimating 10 per cent on the amount of money I 
paid in interest. 

Q. The amount of patronage dividend any person 
gets is based on the amount of interest he has paid on 
his loan? Lo Ss. 

Q. So that if a member has been fortunate 
enough not to supply for a loan during the year he 
does not participate in the patronage dividena? 

Ae That is right. 

Q. But the man who does secure a loan and there- 
fore does secure a small patronage dividend gets that 
dividend -- isn't this true? -- partly at least by the 
use of other members' money which you handled? 
ie fee, that, ie. right, 

Q. That is scarcely in accordance with the 
principle of mutuality, or everybody being treated 
alike. A. The way we look at it is this. There would 
be nothing to pay to anyone if a person did not borrow 
money and pay interest, and if there is a surplus at 
the end of the year, after people have been paid a 
fair rate of interest or dividend for their shares, 
which we said was 3 per cent, why should not the balance 
go back to the person who had paid it? 

Q. I cannot answer that. I want to find out 


what does actually take place. Is this a fair way to 
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state itt that the man who ordinarily makes a small 
loan receives a loan which, I assume it is safe to 
gay, is in some cases at least greater than the 
amount that he has himself on deposit? err would 
not say in all cases or in the majority of cases. 

Q. Would you not say in the majority of 
cases? &. I suppose so. 

THE CHAIRMAN: Take the member who makes no 
loan during the year. How does he benefit from the 
organization? 

THE WITNESS: By receiving 3 per cent dividend 
at the end of the year and having his savings insured 
by us one hundred per cent up to ons thousand dollars. 

BY MR. PARKER; 

Qe Do you think your insurance is better than 
the guarantee of one of the big chartered banks? 
A. We were talking of savings. I don't know of any 
bank that insures savings. When I referred to the 
banks here it was in relation to unpaid balances on 
loans. We were speaking of the credit unions and 
stating that the credit union insures the savings of 
each member, and if a member had $1,000 saved he would 
receive double that amount, or rather I should say his 
estate would receive that amount on his death; and 
apart from that he receives 3 per cent dividend at the 
end of the year. 

THE CHAIRMAN: What do you call his savings? 

THE WITNESS: Shares or deposit accounts. Both 
are insured. 

BY MR. PARKER: 
Q. That is how that operates; and you have toid 


us where they get their money, how they handle it, and 
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what you have dene with it. Speaking from recollection, 
one hundred and twenty one out of one hundred and 
twenty seven have joined this British Columbia League? 
Ae Yos. 

Q- «Are these institutions one on top of another -- 
the individual unit, the British Columbia Central Credit 
Union and the British Columbia League, which is the 
daddy of them all? 4. There is no relation except 
that the credit unions affiliate with the League. We 
will go on with the League. 

Q. What is the relationship between the ind- 
ividual credit union and the British Columbia League? 

A. The relationship is that they are the League. 

Qe 4 federation of unions? As Yess 

Q- «and there is a general supervisory body 
Over el)? ie 6S< 

Q. They give advice? ij. Yes, and services, 

Q- What does the service consist of? 
ae If the treasurer had any trouble with the book- 
keeper we would be prepared to go and offer assistance. 

Q- Free of charge? Ae .Yes. We realize that 
if we wish to progress in the movement we must form 
new credit unions, 

Qe Prosyletizing as you go? A. Yes, if you 
like; and the only way that can be done at the present 
time is through the League itself. We send people 
to various places to organize new eredit unions and 
we also have bookkeeping supplies which we sell to 
the members, 


THE CHAIRMAN: It is the body_that records new 


members? 
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BY MR. PARKER: 

Q- New unions? A, Yes, it is a service 
organization. 

Y Does it cost anything for a unit to be- 
come a member of the League? A. Yes, one dollar. 

Q- One dollar per year? A. One dollar to 
join, and you purchase one five-dollar share in the 
League and then they pay 7 per cent on total interest 
income or 10 cents a member. 

Qe Seven per eent on interest they get on in- 
dividual loans? A. Yes, 6 per cent this year. 

Q- The Central gets its revenues first from 
the initiation fee of one dollar, a certain amount of 
Share capital and a percentage of their individual 
takings or earnings? A. Yes, 

Q Are those the three faotors that make up 
the funds of the League? A. Yes. 

Q- Any other sources? A. No, except that 
we mention the fact that we have a Supply department 
which operates autonomously by itself and pays a pat- 
ronage dividend back to the credit union, and there is” 
a Magazine which we sell to supee ae 

THE CHAIRMAN: That is part of the educations 
programme? 

THE WITNESS: Yes, It is an educational 
magazine which we produce monthly, 

BY MR. PARKER: 

Q- By "we" you mean the League? A. Yes. 

Q. Is that department, or that part of the 
League, operated at a profit? Is it self-sustaining? 


A. Yes, and has a little left over. 
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Q- And you add that to the general funds of 
the League? 4 A certain percentage will come in 

by een of the fact that they borrow from our off- 
.loe and we charge them for the use of equipment. 

Q- After you pay the expenses of publishing 
the magazine you have a little balanee? A. Yes. 

Q.- And that is added to the general fund 
comprising the three sources I have mentioned? 

A. Not in its entirety. Being a cooperative we pay 
patronage back to the credit unions. 

Q- But you do not pay all back; you retain 
a portion? A. A certain amount for services. 

Q- iI see there is a figure of $15,000? 

A. That is the Central. 

Q- What has the League in its possession 
right now in the way of funds? A. I would hate to 
hazard a guess but we would be practically bankrupt, 

I would imagine, 

Q- Is that more or less a chronic state of the 
League? A. It is a natural state, 

Q. And if you are bankrupt where do you go 
for relief? A, We wait a while. We cease activities 
and cut down until we receive dues for the next year. 
We try to budget ourselves. 


Q- You budget with the idea of coming out even? 


Q- That is as regards the individual unit ana 
the League. Try to tie into that the Central union? 
Ae The Central Credit Union is a credit union of which 
different credit unions and cooperatives can become 


Members. Units join it. 
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Q- The members of the Central Union consist 
of so many ordinary commercial operatives? A. Yes, 
and credit unions. 

Q.- On the one side there is the ordinary 
commercial cooperative and on the other side a bundle 
of individual credit unions? A. Yes. 

Q- What does it cost credit unions to get 
into the Central Union by way of fee? A. $2.50 
entrance fee. 

Q. And they buy shares in the Central Union? 
iif No. Well, they put their money there in the same 
manner aS a credit union. They can put share capital 
in or deposits. 

Qe You spoke of what to all intents and pur- 
poses were So hones although sometimes called shares? 
Pap atos., 

Q@. You made a correction in the brief, You 
said that no certificate is issued to represent that; 
therefore it should not be called a share? A. That 
was in the Credit Union brief, That refers to the 
credit unions and it refers to the Central, which is 
a credit union. 

Q- When the local credit union joins the Central 
Credit Union it pays an intiation fee? A. Yes, $2.50. 

qa And in addition has to buy a share? 
fi. Under the constitution they have to hold a certain 
amount of shares so as to have a stable capital. 

Q. wWhey.must buy it im order to nord it) 

Ae Yes, 
Q. And they pay for these shares? Ae Yes, 
Q. &nd when they do that, what are they issued 


as evidence that they have bought a share? A, They are 
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issued a share certificate, 

2+ The same ag any ordinary company issues 
& share certificate, it is evidence that they have 
bought a share, What else do they do? A. They pay 
an initiation fee and they buy one or more shares; 
that is all, 

Q. The Central Credit Union has some funds? 
&. Yes. Apart from purchasing a share in the Central 
they can deposit funds. 

Q- Whose funds? 4, Their own funds. 

Q» Which individuals have first deposited 
with them? They make up a bundle of individual dep- 
Osits and deposit that with the Central? Ae Yes, 

THE CHAIRMAN: You are a species of wholesaler? 

THE WITNESS: We have a Central Credit Union, 
which Credit Union might have a seasonal demand; and 
by them putting a surplus of money, which they cannot 
loan, into the Central, when the fish season comes 
along the fishermen's credit unions Might need addit- 
tonal money and they borrow from the Central. 

BY MR. PARKER: 

Q- The Central is a pool receiving the agg~ 
regate that the individual unions might loan? 4. It 
is a credit unionts credit union, 

Q- The Central then loans to the local? 

&. . Yes, 

Q. On an interest-paying basis? fie YOS< 

2» What rate does the local pay to the Central 
when it borrows from the Central? Ae Four per cent 
On unpaid balances, 


Qe And the local pays to the individual 
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depositor one and a half? ae EMAC er Lone ¢ 

Q. The local borrows from the Central and 
pays the Central 4 per cent? A. Yes. 

Q- Then what does the Central do with the 
4 per cent -- the total of these various {tems of 
4 per ¢ent? A. They have overhead, and the money 
might not all be loaned out all at one time. If they 
have a surplus left over at the end of the year it is 
remitted to the credit unions in patronage. 

Q- What do you mean by that? A. I don't want 
to say something that might not be right. This Central 
has not operated a full year and I would like to gee 
their year finish. I might say something definite and 
I might be wrong. 

Q I don’t want you to commit yourself to any- 
thing you are not sure of. 

MR. FRANCIS: There will be another brief sub- 
mitted, from a similar oredit society or union with 
Several years' records, in one of the central provinces, 

MR. PARKER: We can assume that the policy foll- 
owed by this union will likely be the same as the 
others. 

MR. FRANCIS: It is likely to be. 

THE WITNESS: We adopted a good deal of the Sask- 
atchewan Act in ours. 

MR. PARKER: I wanted to know whether it would be 
determined on the amount of interest paid, but I will not 
press for an answer, 

BY MR. FRANCIS: 
Q- Some reference was made by my learned friend 


to the interest rate of 1 per cent per month on unpaid 
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balances, or 12 per cent per annum. That, I understand, 
is the maximum? AR a6. 

Q« The maximum allowed by the act. As to 
whether the maximum was set, or the lower rate, that 
I take it is entirely within the control of the members? 
A. Yes. 

. If they wish to reduce it to six, as they do 
in some cases, that is a matter for them, Ae Yes. 

Q- And this is the limit, not the standard? 

A. Twelve per cent is the limit; it is not given as 
the standard. 

Q- Would the same answer apply to the other 
rates of interest to whieh reference was made, namely, 
5 per cent and 4 per cent? A.. Yes; that could be 
changed by the Board of Direetors at any time. 

Q.- It is entirely a matter for the members? 

A. Yes. 

Q- The members have democratic control for the 
principle of one member one vote? A. Yes, 

Q- I take it that credit unions are not limited 
in their operations to the cooperative institutions? 
You have heard a witness this morning representing 
private interests. Do you know whether its employees 
are organized into a credit union? I refer to Mr. 
Buekerfield? A. Yes; they have a credit union, 

Q» <4&mong the employees? A. Yes, 

Q The credit unions are not limited to the 
employees of the cooperative organization? <A, Oh 
no; they are open to anybody. 

Q- One other question. From your experience so 
far, are you able to say whether the-existence of a 


eredit union in a community tends to help the people 


~ oe 


As: Coat 


eee ; 
ey ; eee Pay i i ea : n 
Be, ey Ph Nee Ee VT al 


‘“ vate oH es perme er i ed deitw | 
ai oa 8. ponsbon. ote sani hetitae: at cre ‘ere ; 
~ wah . : ie ; H : on at leer —- ai i } 


‘ais 
= 
‘ Th 


ea? as rte ed’ ot enter, ag sete, Herd: gee” 
BY ids oa aor redttigm ‘e a anid (esuBd! sno e a > 


. 


‘Pomabneye eHe ton: sists eite: et ela hak sf ¥ 
B herds so ai jf ¢¢turh aut eb Smee fee evigwt. <4 
. -bikbipdea exe 


ha + 
Ss raaa 2 aoe 


aes ait of Tid4e “eewase emies aS Biiow./ sh 3: 


neo hes aqw eonemetet 4 ts tw ot prersene To: Betas 


@ Sides tedt. j29¥ sels a8 2a 
eames (as Pern e EEE ¢d Kiana 


faredites eis 267 it THe a RAB TSIRS abot R- 


Ss 


i: rad Suh a ies “et ek Peat 


Bad toi. fo ines od das Bese ie) evel erg dinom « out of 


SP ar Totoy eno tAcmem Oh0 6% otgtantsg 


eikusl toc Ste cnolis, dhbems. Parts. + ound 5 a) 


Sanotseitveal satiasshaas set gavttatsgo, shedd ee 


gaitneas ices af: kwagaty BAne soe sndtw.n bYsen eyse vox 


BONO L Irs gti 1sieeoe wenn rg, OG ppgaoredal sis7 itd 


ato LF Lag RIM StL Sein 2: ‘erat hey Laney ao etn 


atid OTr.25e s: 
tao be ei boih - 8  SPRa: ond yaer ake OTe peanianson 
<meM! ohis 7 Fone qetans pnd shot. 4 
oat o9 pastel, ¢of van eeotay, Fifere Pe a) 


MO wis tiottestnggie, svisazegoes soy 20:% 
. YPOa wes 6? seqo era Yet 768 


OF gonotiacxe TWOY Sess Hottacep: 2ent0 ead «Pp 


sto eonedelxe Sut taceev yne Qa eide’ YOY ‘ara, 789 


betegne sdt. rien a+ —babd gatas 22 netay .2ihers 


So be oF 


B-374 


-374- Mr. Burns 


to save? A. That is proven. In the majority of 
cases that has been true. We can give instances 

where previously people had little in the way of 
Savings until they had a credit union. The reason 

is that in most groups the incomes are so low that 
people feel reluctant to go to a bank with fifty oents, 
because the bank wants at least a dollar. On the other 
hand, we have members who now have $100 or $150 which 
they have saved by putting aside twenty-five cents 

out of every pay and they have never missed it. 

Q. Your experience up to date shows that it 
fills a need that was not taken care of before. 
A. Definitely, 

MR. VAUGHAN: Shall we meet with any large unions 
ag we move along? 

MR. FRANCIS: Larger. 

THE CHAIRMAN: We shall be going into the province 
of Quebec. 

MR. FRANCIS: J shall personally be representing 
a group of credit unions later on, including the soc- 
lety after which this was patterned. 

BY MR. NADEAU: 

Q- Is a member of the credit union allowed to 
draw cheques? A. No, not here. We are not allowed to 
do so in this province. 

BY MR, ARNASON: 

Q. So far as income tax is concerned, to your 
knowledge have any credit unions in British Columbia 
had to collect the tax? A. We have never been notified 
to do so; no. 


MR. PARKER: It was understood, Mr. Chairman, that 
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Mr. Macken might wish to say a word. 

MR. MiCKEN: I apelogize for not being here 
this morning, Mr. Chairman, and with your permission 
I would like to file certain addenda to our main 
brief in view of the stress placed by Mr. Farris on 
the Associated Dairies’ transaction. 

THE CHAIRMAN: That constitutes the answer. 

MR. MACKEN: It sets out certain faets, in 
eonnection with Associated Dairies, to be added to 
our main brief, 

MR. FARRIS: I have a with Mr. Macken 
that if there are further facts called for I will write 
to hin. 

THE CHAIRMAN: Do you propose to make any reply 
to Mr. Farris' argument yesterday? 

MR. MACKEN: Not at this time, Mr. Chairman, 

MR. PiRKER: I propose to take up the Mutual 
Fire Insurance brief. In form, this brief is slightly 
different from any that we have had to date. It is 
Signed by The Mutual Fire Insurance Company of British 
Columbia per the managing secretary. I understand 
that the company is not represented by counsel but by 
Mr. Barrett-Lennard, Chartered Accountant, who I assume 
helped to prepare some of the statistics. He is here 
and so is Mr. Townsley. Personally, I have no object- 
jon, It is a matter for the Commission to decide 
whether we will have non-counsel appear in the role of 
advocate in the presentation of briefs on behalf of 
elients or whether we are to restrict it to some off- 
icial of the company appearing in person or by solicitor. 


It is for the Commission to decide, 
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THE CHAIRMAN: I do not expect that anyone 


but counsel will take up the cross-examindtion of the’ 


witness. 


MR. PARKER: It puts Mr. Barrett-Lennard himself 
in A°slightly dirrigult position eae to play the 
double role of witness and advocate. I may want to 
cross-examine him, 


THE CHAIRMAN: Counsel do not usually enter the 


‘witness box. The Supreme Court has severely reprobat- 


ed the practice of counsel, who has appeared on behalf 
of clients, entering the witness box except in spee- 
fal cireumstances. Do you wish to get into the wit- 
ness box and speak under Oath, Mr, Barrett-Lennard? 

MR. BARRETT-LENNARD: There are some parts of 
the brief that I would not wish to swear to from my 
own knowledge, 

MR. PARKER: I wanted to get a ruling as to 
whether chartered accountants or other gentlemen other 


than counsel might appear here in the capacity of 


advocates, 

THE CHAIRMAN: I would not be too strict in the 
enforcemont of the rules in that regard. This is not 
a court and we do not wish to eliminate any information 


on that basis, 


W. J. BARRETT-LENNARD, C, fas 
ae 
The Mutual Fire Insuranee of 
British Columbia, 
having been duly sworn 
testified as follows: 
BY MR. PARKER: 
Q- You are a chartered accountant? A. Yes, 


Q- Residing where? A. In Vancouver, in public 
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' practice since 1914, 


%. And’ you are going to read the brief on whose 
behalf? Ase On behalf of the Mutual Fire Insurance 
Company, British Columbia, 
| Q- Have you been auditor of the company for som 
years? A. Sinee 1924. I regret that Mr. Townsley, the 
Manager Secretary, is not well enough to come to the 
court and present the brief himself, 

It reads as follows: 

"The Registrar, 

Royal Commission on Co-operatives, 
C-o The Postmaster, 

VANCOUVER) «BesC; 

Dear Sir: 

"In addressing this brief to you we are speaking 
only for ourselves, a group of approximately threo thous- 
and rural dwellers, who has chosen to continue a practice 
which has been in existence in the older parts of British 
Columbia for upwards of fifty years, that of guaranteeing 
one another against loss by fire. 

"This company was organized in the year 1902, 
commencing with ninety-five policy holders and a risk of 
$114,430.00, and it has carried on-down to the present 
day with varying fortunes. It has not had 4@ single suit 
at law over settlement of losses and it wound up its bus- 
iness on the 3lst December, 1944, with 2956 policy hol- 
ivy holders and a risk of $6,529,017.00. 

tIn the early days farm insurance was difficult 
to obtain at reasonable rates - a statement which the in- 
corporation of this company makes self-evident - and many 
farmers were without assurance of protection. There was 
some dependence upon neighbors, however, as it was not an 


uncommon practice for the hat to be passed around when one 
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or other was burned out. The funds which were ob- 
tained in this manner were of definite assistance to 

the recipient, but as their source depended too much 
upon the size of the Contributor's heart rather than 
upon the size of his pocketbook, a more equitable meth- 
od was sought. The matter of insurance protection was 
sventually taken up through Farmers! Institutes, and the 
result of their discussion was the 'Mutual Fire Insur- 
ance Companies Act' which provided a method of organiz~ 
ation. 

"This Act provided a more solid basis for contri- 
butions. It gave the force of law to an erstwhile indef- 
inite arrangement and brought a measure of government con- 
trol to the business ana funds of any group availing it- 
Self of its provisions, It was based upon the principle 
already followed by the farmers! group, the inalienable 
Tight of a@ man to go to the help of his neighbor, and to 
do that without nope of prorit, 

"The company was not organized with any intention 
or desire to make profits and rates were set which were ex- 
pected to be sufficient to pay expenses and losses, and to 
provide for that reserve which the Att calls Tore “ts fine 
ancial history since the year 1910 is given in statements 
#1 and #2 attached. We regret that the profits prior to 
that year and the figures entering into its composition, 
are not now available. 

"The company has no shareholders and no share cap- 
ital. The general policy is in the hands of its members, 
those who from time to time are the holders of subsisting 
policies and, as a consequence, any surplus funds, should 
the company's affairs be wound up at any time, would be tie 


property of the then existing members. There is no provision 
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in the Act for distribution under any other circumstances 
though there is inherent in its provisions the right to 
reduce rates should the members so desire. A reduction 
of rates below the cost of carrying insurance would pro- 
vide an effectual method for the distribution of such 
funds as might be oonsidered in excess of requirements. 
The carrying on of its business from day to day is placed 
in the hands of a Board of Directors, annually elected, 
and in the hands of a manager-secretary who is appointed 
by that board, 

"While there is no intention to make profits good 
business practice should ensure, if possible, that there 
will be no deficit. Unfortunately, due to the setting of 
too low a rate from the company's inception to the end of 
the year 1931, a deficit (shortage in reserve) was accum- 
ulated, though an assessment was levied in the year 1924, 
A further assessment was levied in 1931 and collection 
of that assessment in the years 1931 and 1932 restored 
equilibrium, 

"The company's directors then reconsidered the 
rate structure with the result that there was a slight 
upward revision. This increase, coupled with a lower 
loss ratio, has since that time resulted in the accum- 
ulation of the present reserve. This stood at $55,806.37 
at the end of December, 1943. 

"An observer may suggest this reserve is greater 
than is required and that a distribution should be made, 
or that the rates should be lowered. The directors 
know from past experience that there are good and bad 
periods, and that there have been series of losses in 
successive years which have seriously impaired reserves 


In the years 1930, 1931 and 1932 the fire losses totalled 
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over $107,000.00 and they are not at all certain such 
losses may not once again occur, They are, in faimess 
to existing members, Selecting risks with great care 

and are making more and more frequent inspections of the 
risks. They are not unaware that fire risks may have 
been reduced as a result of the opening up of the country; 
they have considered rate-reduction; have revised the 
company's experience and they are fairly well satisfied 
there will not be any necessity for a resort to assess- 
ments, but they have not yet come to the point where de- 
cision has been reached as to a reduction in rates. 

"The question of the taxing of the profits of co- 
operatives is before your Commission. Apart from all 
other considerations, we submit that this company makes no 
profits; that experience proves that a surplus of revenue 
over expenditure in one year may be turned into a surplus 
of expenditure over revenue in the next; that this company 
is simply a legalized partnership with losses or gains for 
the account of the individual partners; that the members 
are entitled to be taxed in their individual capacity so 
long as other partnerships are so taxed, and that no 
attempt has been made by the directors to ascertain what 
the actual profits may have been, if any. 

tlt is assumed any equitable method of taxing 
profits must be based upon ability to pay. Supposing one 
of our members has been conducting his business at a loss. 
Where would be the equity in taxing his slight interest in 
this mutual company and thus increasing that loss? what 
would be the equity in taxing a company and due to the fact 
that it has only one source of revenue, forcing it to in- 


crease rates? 


"It may be suggested that the taxing of incorporated 
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companies and not taxing cooperatives gives the coopera- 
tives an unfair advantage in competition. hat is as it 

may be, but the taxing of cooperatives just for the purpose 
of protecting others would be a reactionary step detrimental 
' to the interests of thousands of small people, and it would 
not remove competition, as there would still be partnerships 
and individuals to consider. The ‘profits! of this company 
have not exceeded an average of $1650.00 per annum since its 
inception and there are many partnerships and individuals 
whose profits have been much greator, 

"Tt may be said that the Treasury is losing revenue 
as a result of the present policy of not taxing the surplus 
funds which may accrue to cooperatives from time to time. 
That may be so. It is just as true as the statement there 
would be greater revenue if partnerships and individuals 
were taxed at the higher rate. There is more than revenue 
to be considered. There is the welfare or conditions of 
many citizens to whom a few dollars per year means so much. 
If the Treasury taxes them in one way, by so doing depletes 
their resources, it is conceivable that it may have to as- 
sist them in another, 

"Tt is submitted that there will be no equity or 
taxation on ability to pay until all taxation is reduced to 
the basis of the individual. 

Yours respectfully, 


THE MUTUAL FIRE INSURANCE COMPANY 
OF BRITISH COLUMBIA 


Per: Grant C. Townsley, 
Manager~-Secretary." 


Documents filed with brief: 


1. Statement Financial History - lst January, 1910, to 
Slst December, 1943 - Mutual Fire Insurance Co. Of" BO. 

2, Statement of Surplus Aecount - 1910 to 1943 ine. ~ 
Mutual Fire Insurance Co. of B.C. 

3. Copy By-laws Mutual Fire Insurance Co. of B, ¢, 
(adopted February 11, 1942 - amended February 9, 1944) 
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BY MR. PARKER: 

Q- Mr. Barrett-Lennard, I have only a few quest- 
ions to. ask you. -Atethe bottom of page three or the 
brief, halfway down the page there is this statement: 
"It is assumed that any equitable method of taxing 
profits must be based on ability to pays” Is that 
your own personal idea of the proper way to impose 
taxes, or is it taken from some book on economics? 

A. That happens to be my own idea and the idea of the 
members of this company. 

Q@- What do you mean by ability to pay? A mill- 
jonaire may have all kinds of money and another man 
may have an income of two thousand. He has ability to 
pay and the millionaire's ability to pay may be much 
greater than the small man's. Must it be in proport- 
ion to actual ability to pay -- in other words, takine 
all that the traffic will bear? A. No. 

Q. What do you mean? A. There is a oertain 
amount which every man must have in order that he may 
be able to live. 

Q.- Does anyone know what that ist +t£.°- Not 
exactly. 

@. Do your? A © NOx 

Q. Do you know anyone who does? A. No. 

Q@- Go on from there. A. I know it is easier 
to live on five thousand than it is on one thousand. 

Q- I would not dispute that for a minute. 

A. Therefore, if a man has an income of $25,000 his 
ability to pay -- the percentage of that -- 1s much 
greater than the ability of the man having a thousand 


per annum to pay the same percentage. 
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Q- That is what you mean by acne to pay? 
Ai ut OSs | 

Q- One other question. Take the last three lines 
at the bottom of the page where you say that the profits 
ePatnic company have not exceeded an average of $1,650 
per annum since its inception. Have the profits of the 
company amounted to only $1.650 or more? A. They have 
varied. 

Q. They are around that figure? A. Yes. 

Q- That is, the profits of the company? A. We 
don't quibble over the terms profits, 

Q- This company of yours makes profits? 
A. Will you repeat that? 

Q. iI am using your expression; I want to be sure. 
You state that the profits of this company have not ex- 
ceeded an average of $1,650 per annum. Do you want the 
Commission to take from that that this company has made 
profits to the extent of $1,650 per annum for the last 
three years? Ae Not for the last three years but 
the average over its whole life, 

Qs They have earned profits? A. Yes. 
Q- They have made profits in most years while occas- 
jonally there has been a loss? A. You have the 
Statement; it shows a variation. 

Q- In most years they have made profits and 
in some years they have made a loss. A. We will get 
it down exactly if you want to. They have made losses 
in about a third of the time. 

Q iI am not interested in the number of times, 
but there have been years when they mare profits and 


years when they made a loss. A. Yes, 
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Qe Assuming that the. company's operations had 
been so carried on that instead of ay ine $1,650 about 
two thirds of the time they had $50,000 every year, 
they would be the same kina of profits and the only 
difference would be in the amount? A. Yes. 

Q.- On what basis do you say that a company mak- 
ing $50,000 a year profits should not pay income tax on 
PUSepRorios? a. & don't) acc why you should ask me 
that hypothetical question. LNYe es fact-finding 
body. 

Qe think it is a question I should ask you. 

A. Then I would rather not answer it. 

Q- Why -- because you cannot or because you do 
not want to? A. There might he other factors to deal 
with besides the $50,000 profit. 

Q- I am assuming, just as you assume in your 
brief that it has made profits. If it has made prorits, 
I do not care whether they are large or small, I want to 
know why you do not think they should be subject to 
income tax the same as the profits of any other company? 
A. Because this company is not organized for the purpose 
of making profits for itself. 

Q» Does the purpose for which it was organized 
make a difference? A. I woula say it had not made 
profits for itself but for its members. 

THE CHAIRMAN: Is not your answer Clause (g) 
of section 4 of the Income Tax Act? 

THE WITNESS: I have not BOt that, Sir. It is 
difficult to answer that because I do not know to whom 
this profit will go. It can only go ultimately to the 


members of the association. 
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BY MR. PARKER: 

Q- Are you familiar with the seetion which the 
Chairman has referred to? A. Yes. 

Q. Let us assume that that seetion was not 
there, that there was no statutory exemption. I am 
speaking without referenee to the aot, and I am asking 
you whether these moneys which you earn, which you your- 
self have called profits, are in fact profits of the 
company, A. I would not say they are profits of the 
company . 

Q- Then why do you refer to them as sueh? 

A. They are profits of the partnership, 

Q- You don't say that. You frame your brief 
on the assumption that they are profits of the company. 
it is an important point. <A, Yes. 

Q- They are profits of the company. 

A. You will notiee in my brief I put quotation marks 
around the word profits, 

Q- Yes, I notice that. Why did you put those 
quotation marks there? A. Because profits are such 
an indefinite thing. 

Q. Therefore you must surround it with quot- 
ation marks. A. The word profits can be used in so 
many ways that I would hesitate to state whether these 
are profits or surplus or what they are. 

Qe You just don't know. A. We know that 
profits are a gain. 

Q- In other words, you don't know whether this 
company, which you have been auditing for years, makes 
profits or not? &. Oh yes, I do. I know they have 


made a gain. 
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Q. I asked you whether you knew they had made 
profits. A. Who for? 

Q: 1 did not ask you that; I don't care whom 
they are for, A. Yes; they have made profits. 

THE CHAIRMAN: Profits are desirable but hara 
to define. 

THE WITNESS: Yes sir. We know that we have 
them when we have them. 

MR. PARKER: My object in asking the question 
is to assist the Commissioners to get an idea of what 


profits are, 


MR. HaM: Mr. Chairman, I am appearing on be- 
Nels sof the. Joint Stook Insurers, providing fire, cas- 
uaity, and automobile insuranee on a4 cash plan in 
Canada, I should like to ask the witness a few questions. 
THE CHAIRMAN: Very well. 
BY MR. HAM: 

Q- Mr. Barrett-Lennard, for the purposes of these 
questions, if I refer to excess of income over outgo as 
surplus, that will be satisfactory? Ae Yes. 

Q. The company is incorporated under the British 
Columbia Fire Insurance Companies Act and the head office 
is.in Vancouver? hy, Yos, 

Q- «and you write only fire insurance business 
and not other branches -- automobile or casual ty? 

A. The fire insurance in rural districts, 


Q- «and that is "rural" as defined by the act? 


Q» snd you only write in the province of British 


Columbia? fA. Yes, 
Q. That is contract business? A. Any business. 


Mi 


Q. You don't accept reinsurance? A. No, 
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Q- You do place reinsuranee, do you not? 


4. Not exactly. When we get a risk over $5,000, if 


a Man wants coverage we reinsure. He gets insurance of 


$2,500 on top of that from Lloyds, 

Q, But it is Lloyd's polioy? A. Yes. We don't 
reinsure, although we May write a. joint policy. 

Q- In writing a policy you quote a premium to 
the applicant. A. Yes, a three-year premium Payable one 
third each year. 

Q- It is quoted in dollars? A. Yes. 

Q. How is the amount of the premium arrived at? 
Have you a Sehedule of rates for different types? At the 
time he takes out the policy do you take anything else? 
A. We take a premium note whioh is an amount equal to 
2 per cent of the amount of the policy. 

Q. Of the face value of the poliey? A. Yes. 

Q- What happens to that note? A. That is put 
to-one side. (ltis a guarantee held during Pel ara of 
the policy, 

Q- To what use can it be put? A. If the statut- 
ary reserve fell below the requirement there would be an 
assessment levied on the basis of the face value of that 
premium note, 

. And he would either have to pay the assessment 
when levied, within a certain period of time, or he would 
lose his policy? A. Hig policy would be cancelled. 

Q- You mentioned in your brief that while there 
was no intention of making profits, it was impossible to 
make an estimate so that it would work out even in any 
year's operation. There may be a surplus or a deficit? 
A. Yes, 


Q- Jt have here, through your courtesy, copies of 
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documentg which I would ask you to identify and file as 
an exhibit. This is a specimen of policy of the British 
Columbia Mutual Fire Insurance Company. 

MR. PARKER: This company? | 

MR. HAM: Yes, 

THE WITNESS; And this is a specimen of a premium 
note of the same company? 

THE WITNESS: Yes, 

BY MR. HAM: 

Q. There are no other doeumentary apienaee of 
the relationship of the insurer to the ingured or of the 
insurance contract? That makes up the whole? A. It 
occurs to me that you might want the application. 

Q» That forms the basis? A. Yes’. 

Q- We would like to have the application. 

A. We will get it and turn it in. 
THE CHAIRMAN: You can send it to the Registrar? 
THE WITNESS: Yes, 
BY MR. HAM: 

Q- You stated that the occasion on which the assess- 
ment might be made would be when the reserve fell below 
that required by the Statute; you would make an assessment 
on the premium note, in the judgement of the directors? 
A. They would be forced to if it dropped below the 
Statutory reserve. 

Q. Does the company write the form of policy that 
is permitted under the act by virtue of section 27, known 
aS a non-assessavle policy, or insurance business on a 
gash basis? A. Yes. We write a small amount of bus- 
iness on a cash plan, an annual policy usually. 

Q. And there is no premium note given with respect 


to that? A. No. 
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Q+ Can you give an estimate of the relative amounts 
of business written on the assessable basis and on the cash 
plan? A. I have no computation but it would be below 5 
per cent. The company discourages that. 

Q2- On that cash business, on those transactions, 
there might be a surplus of income over outgo with respect 
to that particular class of business? A. There might be 
a loss. 

Q And if there was such a surplus to whom would 
that surplus inure? Who would derive the benefit of it? 

A. That is a difficult question to answer, It would aco- 
rue finally to the benefit of the members upon winding up 
unless there was a profit that came into being, which 
could be used to reduce the cost of insurance and the cost 
of the premium charged to the member. 

Q- That would go into the general surplus? A. Yes. 

Q- Your assessable policy holders would derive a 
benefit in that they would have a right with respect to it, 
although they might not be able to SSSort Vio mirach tae 
it. At any rate, they would have a voting rien bi toes 
and it would inure to that extent to their benefit? 

A. Yes. 

Q This is perhaps somewhat academic, but in your 
experience as an insurance agent, do you see any possible 
way by which you ean arrive at the cost of carrying an ins- 
urance policy by the insurer? A. IL think you can only 
arrive at it from year to year. 

Q That is, by setting premiums against losses, 
and that would have no bearing with respect to the cost of 
garrying a particular policy? Ae. NOs 

Q. There is no method you know of whereby anyone 


Can arrive at a figure indicating the cost of carrying a 


. 
, $3 
+" 
’ 

i 

ayn 
he 
4 ta 

a 


~ 


- 
' 


B-390 


~390- Mr. Barrett-Lennard 


particular policy, whether there were losses paid on it, 
total or partial, or no losses at all. The best that can 
be said would be the cost on the average with respect to 
peeeranes operations for the year? A. "18s 5 

| THE CHAIRMAN: How does your premium compare with 
that of the ordinary company? 

THE WITNESS: I:only know, sir, that at the pres- 
ent time we are above a competing company in one districts 

THE CHAIRMAN: By how much? 

THE WITNESS: About 20 per cent. 

BY MR. HAM: 

Q. Mr. Barrett-Lennard, with referenee to your 
statement in the brief you said something on page three 
about the possibility of the profits of one year being 
counter-balanoed by losses or deficits in the succeeding 
year. That would be true of any business as well as ins- 
urance, would it not? I think you will find it on page 
three, in the second paragraph. It is a statement that 
appears in your brief. A. There are wide fluctuations, 
as evidenced by the history of this company, in its 
profits or losses from year to year; but there are alse 
wide variations in the profits of farmers, who might 
lose a crop, of mining companies who might run out of ore, 
or of fishing companies who might not catch fish, or of a 
great many of the stable industries or businesses. 

Q» Insurance is subject to possible catastrophic 
hazards. A. Yes, it is hazardous. 

Q. With respect to the first paragraph on page 
four do you allege that the insurance of mutual corporat- 
jens as a whole is with the lower income group? 


A. I don't think I have any knowledge of that. 
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Q. Just a question with reference to the penalty 
imposed generally by companies upon cancellation? Your 
practice provides a penalty where the insured cancels 
the policy during currency. He does not get back pro 
rata. A. No; we retain the equivalent of three-months' 
premium after the first year. The first year there is 
no refund at all. 

Q- And afterwards there is a three-months' pen- 
ality for cancellation? <A. Yes. 

Q- Such penalty would appear in the surplus of 
the company, if it did have a surplus, to the extent of 
the penalties collected. A. The surplus would be 
influenced by that. 

Q. And it might ultimately inure to the benefit 
of assessable policy holders? A. Yes. 

Q. Your company has a reserve accumulated over the 
years? A. Yos. 

Q. These reserves are invested? A. Yes. 

Q. How were they accumulated? A. Out of profits 
of the company from time to time. 

Q- Qur of surplus? A. Yes. 

Q. From time to time you might have reserves in 
excess of those required ty statute? You don't have to 
keep them down to that. A. We have no other place to 
put any excess. 

Q. It is not uncommon? These reserves would be 
invested and would yield earnings. A. Yes, 

Q. And these earnings would appear in the surplus, 
if any, or reduce the deficit? A. Yes, 

Q. And to that extent they would inure to the 


benefit or profit of the assessable members of the company? 
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Ree Les, 

Q- One last question. Did your company at any tim 
pay Dominion Income Tax under the War Income Tax Act or und 
any provincial statute? A. We have never paid Dominion 
Tax but we did pay and we are still paying to the province. 
For some time the company was charged under the provincial 
aot on its gross premiums. Now they are being charged on 
some premium income under the Fire Marshal's Act. 

Q- That is a premium tax, a fens tax, as dis- 
tinct from income tax? A. It is not income tax. 

Q. J don't know whether British Columbia did have 
& provineial tax as such? A. We have never filed income 


tax returns, 


MR. PARKER: The next brief to be presented is 
that of the Salmon Arm Farmers' Exchange of Salmon Arn, 
British Columbia. 


MR. FRANCIS: I will call Mr. Pike to the stand. 


Pe We PERE, 
Treasurer, 
Salmon Arm Farmers' Exchange, 
having been duly sworn testified 
as follows: 
BY MR. FRANCIS: 
Q- Where do you reside? A. Salmon Arm. 

Q- What is your position? A. I am manager- 
seoretary-treasurer of the Salmon Arm Farmers! Exchange. 
Q. How long have you held that position? 

A. Since 1940, 
Q- This brief is presented on behalf of what might 
be called a fruit cooperative? A. Yes, 


Q. Will you please present to the Commission 


your brief on behalf of the Association, 
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THE WITNESS: Our brief reads as follows: 


"This brief summary is submitted in the hope that 
it may be of some slight assistance to the members of your 
Commission. 

"The Salmon Arm Farmers' . Exchange of Salmon Arn, 
B. C. was incorporated in 1907, under the Institute's Act. 

"The aims and objects as set out in the by-laws 
are as follows: 

(a) To pack and market the produce of its memb- 

ers in such manner as to obtain the best results 

possible. 

(ob) To purchase Supplies required in the product- 

ion and marketing of such produces, such as 

fertilizers, seeds, spray materials, boxes, 
paper, sacks, etc., to the best possible ad- 
vantage. 

(c) To handle such other supplies and to es-~ 

tablish such plants for the manufacture of by- 

products, in conformity with the Act, as the 
members may from time to time determine. 

"The By~laws and Remnieed ate have been amended 
and revised to conform with the Co-operative Associations 
Act 1920, under which Aot the Exchange now operates. 
"Membership 

"Any person over the age of sixteen years may 
be admitted to membership, provided that he or she is a 
resident of the Shuswap Lake Valley, a producer of fruit or 
vegetable products, and a subscriber of not less than one 
Share of the capital stock, and who executes an agreement 
covering the sale of all fruit and vegetable products 


produced by him or her through the Association. Application 
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for membershin shall be made in writing to the directors, 
who may refuse or postpone it, 
| "The business of the Exchange is managed by a 
Board of Directors who may delegate any of their powers 
_to an Executive Committee of three, President, Vice- 
President, and Secretary to the Board. 

"Three directors are elected annually and hold 
office for two years, 

"Manager and Secretary-Treasurer appointed by 
the Board. 

"Accounts are audited annually by chartered acc- 
Ountants and financial statements completed in conformity 

with the Co-operative Associations Act 1920. 
"Reasons for Incorporation 

"Records are somewhat incomplete, but reading 
from minutes of meetings held prior to organization, it 
would appear that there was general dissatisfaction among 
fruit growers, both as to prices received for their prod- 
uce and cost of supplies. 

"Marketing was done by individual growers and 

/Oone grower was pitted against another to break down prices, 
All supplies.were purchased at retail prices plus Jvc. 
freight, 

"Collective bargaining power through cooperation 
was essential for the economic welfare of the farmers of the 
community. Apparently no individual or privately owned 
business was able to give the necessary service, 

"The earliest record of the operations of the 
Exchange is a report in the minutes of the sixth annual 
general meeting, wherein the directors report that as a 
result of their operations they were able to report a 
Saving to the members of $4,801.63 on a turnover of 


$71,000.00 of produce and supplies. 
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"During the years 1907 to 1920 the produce handk- 
ed showed a steady increase. Records reveal that surplus 
earnings were relatively small as Margins taken in supp- 
lies and handling charges on fruit were kept as low as 
possible. 

"Reference to the Balance Sheet of 1920 shows 
fruit and supplies handled to the value of $341,911.25. 

"The authorized capital stock in 1920 was 
$50,000. 

Subscribed capital $18,690.00 
Paid up capital 9,412.00 


1t was necessary to borrow considerable money from the 
bank up to $20,000 to carry on current business. Bank 
interest at that time was 8 per cent per annum. 

"To increase working capital, and decrease bank 
loans, a resolution was passed authorizing a deduction 
of 3-3/4 per cent on fruit sales. Growers were given 
notes redeemable in four years bearing 4 per cent interest, 
It could be possible that this action had something to do 
with a gradual decline in bank interest rates to the 
present comparatively reasonable level of 4-1/2 per cent 
per annum. 

"Up to this time most of the fruit was packed 
by the growers on their farms and assembled and loaded 
at the Exchange warehouse. 

"To standardize the grade and pack which became 
necessary to insure a favourcble market, arrzngements were 
made to have fruit packed centrally under capable super- 
vision, In 1921 the Manager's report states that apples 
were packed and handled for eight cents per box less than 


by independently owned packing houses in the Okanagan. 
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"In 1922 the Salmon Arm Farmers! Exchange, in 
common with all shipping houses, felt the strain of a 
large crop coupled with lack of seepanat tea between 
Okanagan shippers. After making plans to form a Shippers! 
organization to exercise control over marketing and dis- 
tribution the situation got out of control and is best 
expressed by a quotation from the annual report. for that 
yeart- 

"Unfortunately our plans middarried as a general 

scramble ensued on the part of a large number of 

growers to market their own product. Independent 
shippers followed ahd organized shippers had no 
alternative but to fall into line and help to 

"bust the market". The ridiculous returns you 

have received relate what happened.! 

"Prices were as low as 10 cents per box. 

"Conditions such as these led to the formation of 
the Associated Growers of B. C. Ltd. These are the same 
conditions, in a local sense, that led to the formation 
of the Salmon Arm Farmers! Exchange » 

"Records of our operations are on file with the 
provincial government and we feel it is not necessary to 
refer to the years betwden 1921 and 1940. 

"With the gradual expansion of business some 
changes became necessary. The scope of operations of 
the feed store had changed and a great many farmers 
conducting dairying and mixed farming became patrons of 
the feed store. By resolution these were now admitted to 
a store membership. Instead of transferring any surplus 
from this operation to the genéral operating account 
where it found its way into rebates to fruit growers, a 


change was made. To compensate the fruit growers for their 
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investment, 29 per cent of the net surpius is transferred 
to general Operating account and 75 per cent are returned 
to store patrons in proportion to their purchases, 

"In August 1944 the members of the Exchange fac- 
ed a serious box shortage. Private enterprise had failed 
to fills its contracts, partly tarough labour shortage, 
partly because of more profitable erie don of materials 
in other ways. Whatever the reason, the fruit growers had 
no boxes, so this Exchange had to buy a box factory. 

"After thirty seven years of operation the Salmon 
arm Farmers' Exchange has 271 shareholders 

207 active fruit shippers 

104 store members. 
It has a paid up capital stock of $50,268.08. This capital 
is revolving. Each year a deduction of 3 cents per box is 
made on apples, pears and crabapples, and 1-1/2 cents per 
package on soft fruits. Shares are issued for the funds 
derived and an equal amount of previously issued shares 
are redeemed. Savings in packing and handling are return- 
ed to growers on the basis of box shipments. Each member 
is entitled to one vote regardiess of share holdings. 

"The Salmon Arm Farmers! Exchange is now equipp- 
ed to -- 

Pack and ship the fruit and vegetables of its 

members. Ruovide cold storage for 100,000 boxes 

of fruit. Manufacture boxes for the members! 
fruit. Manufacture lime sulphur spray. Store, 
grind and clean grain and feeds. Supply flour and 
feeds, fertilizers S6tc, 

"The attached balance sheet indicates the extent 
of the services rendered. 


"Our operations are designed to give each member 
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the reward of his own efforts, which we consider the fin- 
est ineentive known to individual initiative. 
"We welcome this inquiry, and are pleased to co- 
Operate to the best of our EeAce tes 
"Respectfully uours, 
Salmon Arm Farmers! Exehange 
J. C. Hanna President 


Jue ticme ice Treasurer." 
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BY MR. PARKER: 

Q. I have only a very few questions, Mr. Pike, 
Towards the bottom of page one of the bricf you say: 
"..e+. @ producer of fruit or vegetable products, anda 
Subseriber of not less than one share of the capital stock, 
and who executes an agreement covering the sale of all 
fruit and vegetable products produced by him or her through 
the association." Have you a copy of the agreement? 
he) "Less 

Qe May I see it? fi. Yes, 

Qe Look at the agreement, Mr. Pike. it reada: 
"That in consideration of the Exchange" -- that is to say, 
the company? lke YOSe 

Q.- "In consideration of the Exchange supplying 
the grower with boxes, erates, fertilizers, etc." What do 
you mean by"supplying"? Do you sell them boxes and crates? 
ise No. 

Q@- On what terms do you supply them? A. The 
fruit is delivered less any boxes we supply. 

Q- Do you loan them to these people or do you 


give them? They always remain the company's? A. They 


always remain the property of the Exchange. 
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Q» Just as one might lend a basket to a friend 
to carry something home? A. Yes. 

Q- That is what you mean by supplying boxes, 
crates, fertilizers and so on? A. Yes. 

Q. The agreement goes on: “...the grower hereby 
agrees to deliver to and market through the said Exchange 
e+ee". In other words, you interpret that to mean that it 
is merely an ageney. You are selling his fruit, A. Yes. 

Q. There is not a sale from him to you? 

A. No. 

Q- 1 quote from the agreement: "(2) The Grower, 
if not already a member of the Exchange, will become a 
member thereof and on the execution of these presents by 
the Grower and by the Exchange the Grower shall be deemed 
for all purposes to have become a member of the Exchange, 
and will at all times observe and comply with all the 
rules and regulations of the Exchange, as they may from 
time to time be promulgated or amended." All he has to do 
to become a member is to grow and sell fruit through you? 
A. Yes, but it is stated that he must subscribe to one 
Share of capital stock. That was-in accordance with the 
by-laws at that time. At the present time if he signs 
a contract to ship fruit through the Exchange the box ded- 
uction on that fruit gives him shares of the company. 

Q- A new man coming along now and signing an 
agreement does not have to buy a share? Ax NOs. “BUG 6 
has to ship his produce through us. 

Q. And having signed this, that is all he needs 
tO do? A. Yes. 

Q- Therefore you have shareholders who have got 


in under two conditions: one who has an agreement plus 


‘shares, and one who has an agreement without shares? 
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Ae That is not so, now, because all the Original shares 
have been bought in. There are no Shares eubstandi ne price 
to 1936. 

Q- You have no shares at all? A, Yos, itty 
thousand. 

Q» Have you some members who have no shares? 
A. Only from the time they sign the contract until they 
deliver the fruit. 

Q.- Even today you have some members who own shares 
and some who do not? A. Yes. 

Y.- But those who do not have shares today will acquir 
tiem? A. Yes. 

Q- By being more or less obliged ae their 
refundable portion towards the payment of shares? A. Yes. 

Q. It is rather an effective way of inducing members to 
become shareholders? aA. It is the way they themselves have 
decided to carry on their business. | 

Q. Those who have not yet joined did not make that 
decision? A. Quite so, but there is no obligation for them to 
TOL. 

Q. 4t any rate, that is the agreement? A. Yes. 

2. Is there any document that sets forth the basis 
on which he will get his refund on the sale of his fruit? 

&e There is nothing in the contract; it would be by the rules 
of the association. 

je and he agrees to abide by the rules? A. Yes. 

Q. Will you look at the bottom of page two of the 
brief. It says there: "The earliest record of the operation 
of the Exchange is a -eport in the minutes of the sixth annual 
general meeting, wherein the Directors report that as a 
result of their opevations they were able to report a saving to 


the members of $4,621.63 on a turnover of $71,000.00 of 
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produce and supplies", do you mean that is the amount 
returnable after paying expenses? A. Yes. 

4. Can you tell me if, as and when it was ever 
actually paid, that $4,000 odd? «« I would have to rely on 
my memory, but from the minutes of the annual meeting, from 
which this was taken, I think there was a resolution passed 
that they be turned into working capital and held as a reserve 
for working capital, 

Q« So far as you have knowledge now, it is retained? 
&- I oould not say. 

Q- But you have no knowledge of its ever having been 
Segregated from general working capital and paid out as 
savings of that particular year? «A. I have no knowledge. 

Q- You go on to say in your brief: "During the 
years 1907 to 1920 the produce handled showed a steady 
increase." Can you tell me if at any time during that 
period savings so called were paid back to the members, 
or was it all put to reserve and held? A. I have no evidence 
here to support my statements but I have seen it in the 
minutes and in the annual statements that there were rebates, 
I have seen at different times rebates of from one to four 
cents per bod. | 

Q. What I am getting at is this: Was it a practice? 
A. It was the practice at the end of each year to have the 
membership decide what would be done with any surplus. 

Q- But what was that decision, and what action was 
taken on it? Was it the decision that it would be paid back 
and was it paid back, or was it the decision to place it on 
reserve and was it so placed? A. There were years when it 
was paid back. 

Q. And years when :t was not? A. Yes. 

Q.- No uniformity asout it? <A. The action was in direct 
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Q. If they were short of working capital they 
put it to reserve? A. If the members decided. 

Q. Was it the members or the directors? A. The 
members. 

Q- In their annual meeting? ee Yes. 

Q. At any rate, according to your statement att- 
ached to the brief, this company today has very substant- 
lal assets. A, Yes, 

Q- Amounting to what -- over $200,000? «A. Yes. 

Q» «and that is made up of various buildings and 
a lot of leasehold property, some very heavy property, 
inventories and supplies. Your inventories and supplies 
of materials -- that is goods which your company goes out 
and purchases? ae Some of that, if you like. Some of 
it consists of goods for the store operations. A good 
dal consists of boxes, erates and material for the stores. 

Q- Your association goes and buys boxes or manuf- 
acturers them and the rest of the things that make up that 
amount, and those are assets which the company bought and 
paid for out of reserves, out of the working capital? 

A. Yes, 

Q. The crates which are supplies are still the 
company's crates. They are not sold. Is that right? 
Perhaps the statement speaks for itself. During the course 
of the years, out of these reserves the company now has 
over $200,000 in physical assets, cash and so forth, as 
sovout Ini the Statement; and I notice in that statement 
you include in the profit and loss account a balance Tor 
1943 of $4,167.68. Does that represent profits of the 
company for that year? A. No. That is a continuing account. 
It is the balance as at April lst. 

Q- That is after the profits for this particular 
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year are added to what it may have been before? A. The 
total is $4,183 which would be carried forward the next 
year. It does not represent profit in any One year, 

Q- The profit for the year was $1,700 odd? 
Ay YOSs. | . 

Q. Which, added to the previous profits of $2,390 
gives $4,183? A, Yes, 

dj For the year in question with which this report 
deals the company made a profit of $1,792.52? A. That 
is the statement. 

Y (It is audited by a ehartered accountant and 
certified correct? tis. WYCSiy 

as ts 4t correet? A. It certainly is. There is 
nothing else I can say. 

is (lp Know your ditficulty. [tiie tres pies 
called profits there and you may say that is a misnomer; 
but will you tell us what you think about it. Is it the 
correct word to describe this company's business? 
fi. The report is completed in accordance with the Co- 
operative Association's Act and the Act calls it profit. 

.. Whether it was the correct term, it was the 
One which the Act used, and your statement followed that 
terminology? 4. We are not coneerned with the terminol- 
ogy. All we are concerned with is where that fund, surplus 
or profit goes to. 

%- The fact that youcall it a profit does not 
change the nature of it? A. Noe 

Q- This company, in addition to the money it gets 
from the membership, has made some capital borrowings. 
Perhaps that is not the right word, but it has a bond 
issue on its property? A. Yese 

4. Thirty-five thousand dollars? Ay . Yes, 
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2. I suppose the company executed a trust deed 
in the usual form to secure the bonds? A. Yes. They 
first had to have a general meeting of shareholders and 
pass an extraordinary resolution. 

a> J would expect that; but they did not sign the 
mortgage, neither individually nor by a eommittee of them. 
Did the company sign a mortgage? A. Yes. 

Q- What rate of interest is charged -- 5-1/2 per 
cent? Be L086 

%- When were they issued? A. 1939. 

Q-» How long a term? Ae Ten years. 

Q. And the money to pay the bond {interest is tak- 
en out of the proceeds of the sale of members! fruit? 
A. It is operating expense. 


) 


i. Perhaps you can tell the Commission just what 
the difference is in form or in substance between the bond 
issue you put out in your company and the bond issue any 
ordinary limited company would put out secured by mortgage 
on its physical assets? Can you tell us what the difference 
is either in form or in substance? Some of the Commissioners 
would like to get a clear idea of the distinction. 
nae Gon > think Lam qualified Se An aier that question. 
Z understand the form of our debentures but I have never had 
anything to do with the issuing of debentures by a private 
corporation. 

3 %$It was left to your legal advisors to get out 
the necessary documents? A. Yes. 

J. It is refreshing to put the burden where it 
belongs. Those are all the questions I have to ask you. 

BY MR. FRANCIS: 


Q. dust one question, Do you know, Mr. Pike, 


whether in your area, the area in which you live and carry 
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on business any other fruit cooperatives have been noeeed 
that have subsequently failed and gone out of business? 
A. Not any. 

y+ TO your knowledge, nowhere in the province? 

A. Well, I don't know whether you can call it direct 
knowledge but I have heard members of our organization 
talk about it and I have heard it discussed at our annual 
meetings. 

3}. I thought personal knowledge? My instructions 
are that a number of fruit cooperatives found it difficult 
to make ends meet and failed, A. I have never heard that, 
and I have talked about it several fae 
Do you think that is the case? A. No. 

BY MR. VAUGHAN: 


In the balanoe sheet, on the assets side there 


is an item of $108,000 while on the other side there is an 
item of reserves totalling $76,000. On what basis are 
these reserves built up against the property? A. You 
are bringing up a subject in regard to which I can speak 
officially concerning only the latter part -- $20,240.30, 
the latter part of that reserve.. 

Y. How old are the buildings? A. Some are thirty- 
seven years old. 

\. Which is the thirty-seven-year old one? 
A. You could not distinetly say because the main house 
has its face lifted and transformed. A part of it is 
thirty-seven years old. 

Q. What about the $65,000, cold storage? A. Part 
of that was constructed in 1939 and part in 1926. 

9. And the amount written off is $20,000. Does 


that seem to be a.. usually quick rate of depreciation 


for a cold storage? How long do they usually last? 
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die I think they last longer than that. As regards that 
#20,000, part of that is actually not a building fund 
reserve. Part of the money ineluded in the $20,000 re- 
presents an attempt to amortize the total payments over 
a ten-year period. For instance, we tried to make the 
amount that will be taken from the gross over ten years 
exactly alike so that there is more in there that will 
be added to that in the next five years. 

u- The term you have given that cold storage is 
ten years? 4. The term of repaying the debentures. 

4. Debentures are on both those plants? A. Yes. 

. And it is all written off in ten years and 
there is a reserve set up to meet that? Isn't that for 
a far greater rate than ten years? When was the cold stor- 
age built? we UL 2OS9. 

THE CHAIRMAN; It is evident that we eannot finish 
today. 

MR. PARKER: Mr. Francis has two more briefs on 
the file and he tells me that he merely wishes to present 
them formally. He will not even read them and he has no 
evidence to support them. 

MR. FRANCIS: Just to finish the cooperative list, 
I will take but one moment. The Nanaimo Creamery Assoc- 
jation is a ereamery owned by producers. Mr. W. A, 
Wilkinson was to present the brief but he is 111. That deals 
with the milk trade and Mr. Farris was appearing for the 
private trade there. I have advised him that I will file 
his brief and I have furnished him with a copy because he 
is interested in that particular industry. If there is any 
Snformation required from Mr. Wilkinson it will be given 
when he recovers. 


‘Thon there is the Armstrong Co-operative Association, 
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That is a consumer cooperative general store. We thought 
the Commission would like to have a representative general 
store. It is similar in some respects to the Surrey and 
the brief is filed. It was to be presented by Mr. Woods 
but owing to labour shortage he could not come to the 
coast. 

There have come to the Commission three very short 
briefs that help to round out the pieture and they have 
been sent in under the auspices of the cooperative union. 
They are rather unique and they will alsc help in rounding 
out the picture. There is one from the Saanich Fruit 
Growers Association and the Saanich Bulb Growers Associat- 
ion. That is an organization to market bulbs grown by 
members on the south end of Vancouver Island, That consists 
of one page signed by J. H. Thompson, President. The 
Saanich Fruit Growers Association brief is signed by H. C. 
Oldfield, President. That deals with fresh fruits from 
the Saanich Peninsula. That is all we have. 

With regard to arguments, I would like to make a 
brief statement, Mr. Chairman. It so happens that I have 
been retained to represent cooperatives in six of the nine 
provinces ank with the Commission's permission I would like 
to reserve argument for two reasons; first, to save the 
Commission's time so that there will not be any duplication, 
and secondly, to give greater assistance by having more 
time for study and consideration. Simply because 1 do 
not submit arguments here, however, I do not wish to have 
it assumed that I agree with everything that Mr. Farris 
and some of the others have said. 

May I say, Mr. Chairman and gentlemen of the 
Commission, that this is the last submission that is being 


made by a cooperative which I represent in this province, 
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and to the many witnesses who have been ealled to give 

evidence it has been a new experience. They were not 

quite sure what was ahead of them when they came here, and 

XI am specifically fistauetens through their Union, to thank 

you, sir, and the other Commissioners for the courteous 

way in which these various witnesses have been received 

by you. I make that statement on specific instructions. 
The Commission adjourned 0 meet again on Tuesday, 


January 18, at 10 a. m. 


@¢eeeme eee voeevee 


Thursday, 
January 18, 1945. 


The Commission met at 10 a. nm. 


MR. PARKER: Mr. Chairman, we have on file a number 
of briefs that remain to be dealt with and I do not know 
that there is any particular order in which they should 
be taken up. Perhaps I should call them and get them dis- 
posed of as quickly as possible. I have one from the 
Kamloops Board of Trade in the form of a letter. I under- 
stand that word has come that no one intends to appear in 
support of it. I think it should be noted on the record 
that the case was called and no one appeared to support it. 

THE CHAIRMAN: Will the Registrar formally call the 
Kamloops Board of Trade. 

THE REGISTRAR: Is anyone appearing for the Kamloops 
Board of Trade? | 

THRE CHAIRMAN: Enter default. JI understand you to 
say there is a letter. 

MR. PARKER: The brief is in the form of a letter 
stating their views generally on the matter. 


THE CHAIRMAN: It will be noted that the brief was 
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ptomitted. io one appearing. 

MR. PARKER: We have also a letter from the Retail 
Merchants Association of Canada, Signed by the Secretary. 
It also is in the shape of a letter and I understand that 
there is no one present to Support it. Perhaps it can 
be dealt with in the same way. 

THE CHAIRMAN: No brief submitted? 

MR. PARKER: No; it is just a letter. That is 
eorrect, is it not, Mr. Registrar? 

THE REGISTRAR: Yes, 

THE CHAIRMAN: That will be entered in the record 
the same as the other. 

MR. PARKER: Then there is one filed recently from 
the Vancouver Board of Trade. 

THE REGISTRAR: I have a received a letter this 
morning from the Vancouver Board of Trade to the effect 
that they are not appearing but wish to have their memorand- 
um submitted to the Commission indicating their opinion. 

THE CHAIRMAN: Memorandum submitted, but no 
appearance. 

MR. PARKER; I understand that Mrs. Steeves wishes 
to present a brief on behalf of the Co-operative Common- 
wealth Federation, British Columbia section. Perhaps 
we can take that up now, 

MRS. D, G. STEEVES, 
Co-operative Commonwealth Federation, 
British Columbia Section, 


having been duly sworn testified 
as follows: 


ee ee 


BY THE CHAIRMAN: 
Q- Are you offering evidence, Mrs. Steeves? 


A. I am offering a brief from my organization. 


Q- But you are not bringing witnesses? A. No. 
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Q- Is the brief an argument, or does it contain 

facets? A. It contains facts but it is also an argument. 
BY MR. PARKER: 

2+ Before you proceed to read your brief, perhaps 
you will state on whose behalf you are appearing. A. fam 
appearing on behalf of the C.C.F. -- that is, the Co- 
Operative Commonwealth Federation -~ British Columbia sectio: 

% Is that an organized corporate body? A. No. 
Lo as 4 political party. It is not organized as a corpor- 
ate body. 

2+ Does this brief which you are about to read 


purport to be the considered views of the group on whose 


behalf you appear? A. Yes, 
Q» Or is your own views? A. No. It is the con- 


Sidered views of the British Columbia seetion of the C.C.F. 

Q- Has the brief whieh you are about to read been 
submitted to any committee of the group for approval? 

A. Yes, 

Q- Speaking generally, how was it prepared? Is it 
the joint product of the Legislative Committee or some 
Similar committee? A. It was prepared by myself in accord- 
ance with arguments prepared by research committees of our 


organization. 

Q- And you are putting it forward as representing 
the considered views of the British Columbia section of the 
party? A. Yes. In fact, it represents the considered 
views of the National Party,though I am speaking on behalf 


of the British Columbia Section. 
THE CHAIRMAN: Was it solicited by anyone? 
THE WITNESS: No, not at all. It reads ag 
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WTS COR Bes oe Section) is of the opinion 
that the'present exemptions from ineome tax and excess 
profits tax, enjoyed by coopsratives, should be con- 
tinued. 7 

"The facts and figures in regard to the co- 
Operative and eredit union movement of British Golumbia 
Widl, no doubt, be fully outlined by the representatives 
eof these Organizations. In substantiation of our 
Opinion, we have, therefore, confined ourselves to 
certain general principles underlying the cooperative 
movement and the reasons why it is neither equitable 
nor socially desirable that the present taxation on 


cooperatives in Canada shoulda be further extended, 


"The growth of the cooperative movement, which 
is world-wide, has been based on & behlier that humanity 
is evolving towards a society in which service is the 
motive of production and distribution. This belief 
has expressed itself in the formation of voluntary assoc- 
{ations of producers and consumers, called cooperative 
SOcicties. In a cooperative society people organize 


democratically to supply their needs through mutual 
action, and the motive or production and distribution 
is service, not profit. 

"The three guiding principles which have been 
recognized in every statute governing cooperatives 
and eredit unions, draw a clear distinction between 


cooperatives and profit-making corporations. 


"They are? 
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1. Democratic control. Each member, 
regardless of the shares he owns, 
Shall have one vote, 

Qe Capital, invested in the society, shall 
receive a fixed interest, which shall 
be no more than the minimum prevailing 
rate, 

5. If a surplus accrues from the difference 
between the net cost and the price ree- 
elved for commodities and services, 
after meeting expenses, paying interest 
on indebtedness and setting aside reserve 
and other funds, the Surplus savings shall 
be returned to the patrons as savings -- 
returns or 'patronage-dividends', in: pro-= 
portion to their patronage." 

di Lay add this, I was surprised to hear, either 
yesterday or the day before, that Counsel for the Independ- 
ent Milk Dealers aotually proposed that we should go further 
than we propose and that legislation should be passed to 
force cooperatives, or rather to make aa possible, to set 


aside some sum of money which should be deemed to 06. prorivs 
and that this should te taxed. I think that is one of 
the greatest proposals for the taxation of freedom and free 


enterprise that I have yet heard. That is my opinion, 
it is not part of the brief. 

Taxation ts a method of redistributing income, and 
it is our contention that there is no Setter method of digs- 
tributing income than to give people the opportunity, 


through their own self-help undertakings, to get what 
benefit they can from their own productive and distributive 
enterprise. Cooperatives are one of the greatest technig- 


ues for the just distribution of income and therefore they 


diminish the need for taxation, Continuing: 
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"The surplus over expense shown by coeeevari yea is 
therefore not a profit, but is returned to the members in 
proportion to their patronage or reinvested in the neenene 
ative enterprise. The member does not get 4 “"Gividend" 
in the ordinary commercial sense but a deferred rebate on 
his purchases from or sales to the cooperatives. If the 
money is reinvested, the surplus becomes part of the 
members' capital, and any earnings from it are again dis- 
tributed as deferred rebates, 

"Tt has been pointed out by some that cooperatives 
can do business with persons other than their own members 
and that it is theoretically possible that they might do 
more business with non-members than with members and so 
be engaged mainly in a profit-making undertaking. As it 
is cooperative policy to buy and sell at the market price, 
there is little inducement for non-members to do anything 
more than casual trading with cooperative establishments. 
The likelihood of trading with a large number of non- 
members is very small. In any event, the Income Tax Act 
specifically provides that if business with non-members 
exceeds 20 per cent of total business, the whole of the 
surplus earnings shall be taxed on exactly the same basis 
as in the case of privete companies. 

"The one man - one vote principle of democratic contro. 
must be noted as providing a valuable method of decentral- 
ization of power and a means of placing the administration 
of the economic life of the nation in the hands of the 


people themselves. There is a sharp revulsion today from 


too much control at the top, either by governments or by 


economic monopolies. Under the present system a small group 


of people directing business corporations may enjoy tremendn: 
voting power and actual control, while a large mass of 


unorganized and small shareholders have little or no share 
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in the operations or policies of business. Moreover, 

as numerous investigations and government reports, both 
in Canada and the United States have proved, business has 
combined into monopolies and international cartels and by 
the means of interlocking directorates and other manoeuvres 
a Small and powerful group gains ctntrol of finance and 
the essential industries, distributes the profits among 
its own members, directs national economic policies and 
even influences governmentsfor its own ends. Such 
activity is anti-social. The organization of a powerful 
cooperative movement, directed from the bottom up, and 
not from the top down, is one of the means whereby such 
economic dictatorship can be prevented. In business cor- 
portations, money votes. In cooperatives and credit 
unions, people vote on the basis of membership instead 

of the size of their investment. 

"Tt should be noted that one of the rules of coop- 
eratives is that there shall be no proxy voting. Where 
proxy voting is permitted by the law governing cooperatives, 
it is contrary to good cooperative principle and such law 
may be changed. 

"A further indication of the social aspect of the 
cooperative movement is its educational activity. The 
Nova Scotia Credit Union movement has probably done more 
in this regard than any similar movement in Canada. It 
at Ganadian cooperatives and credit 


must be admitted th 


unions have been very backward in the matter of education 


in comparison with certain European countries, notably in 


Denmark, where the Folk Schools, run by the cooperative 


movement, have given an example to the whole world in the 


ficiaetot ‘adult education. Nevertheless, in all fairness, 


it should be remembered that the Canadian cooperative 
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movement is considerably less developed than its European 
counterpart. Many cooperatives in British Columbia and 
particularly the Credit Unions, do good educational work 
and live up to the cooperative cme that a certain part of 
the surplus should be set aside for educational purposes. 
That this rule is traditional in the cooperative movement 
is due to the fact, which cannot be sufficiently emphasized, 
that the movement is not merely organized as an economic 
convenience, but that it has a distinct social purpose 
towards a reconstructed form of society. 
"Some comparisons with Britain, the United States and 
other countries 

"One of the chief arguments used by those who wish to 
have the surpluses of cooperatives taxed is the allegation 
that in Britain cooperatives bear a share of the tax burden 
similar to that of other forms of enterprise. This is 
technically true, A national government, looking around 
for new sources of taxation during the depression period, 
amended the law exempting cooperatives, after lengthy 
investigations into the subject. 

"However, in Britain only undistributed surpluses 
are taxed. Dividends, whether of ordinary corporations, 
or of cooperatives are not taxed, save as part of the 
Sndividual taxpayer's income. Patronage dividends are not 
taxed at all. The Income Tax Payers' Association of Canada, 
which is propagandizing for the payment of taxes on the 


surpluses of cooperatives, does propose the taxation of 


patronage dividends. Ina published address delivered by 


the secretary of this association to the annual meeting 


of the Retail Merchants' Association of Saskatchewan on 


May 25, 1944, the following significant statement was made: 


"Tt should be mentioned at this point that if in Canada, 
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cooperatives and mutual concerns are to be taxed to the 


Same extent and in all respects as ordinary commercial 


companies or corporations then it will he necessary not only 
to repeal the exemptions contained in the existing law, 

but to provide for the taxation of patronage dividends by 
express enactment if it be found that they do not come within 
the scope of the present act." 

"Should the Canadian government accede to such a 
demand, Canada would go much further in the matter of taxing 
the cooperatives than the majority of countries where the 
cooperative movement functions and where it is recognized 
that patronage dividends cannot legally be construed as 
profits, In most European countries there has been restricted 
taxation of cooperatives, but mostly on the margin of business 
done with non-members. There has been little, if any, tax- 
ation of patronage dividends. 

"It should be noted that there is little accurate 
information available about the condition and the taxation 
of European cooperatives since the Nazi occupation of 
Hurope. In accordance with their theory that democratic 
institutions should be destroyed, the Nazis destroyed the 
cooperatives, or brought them under complete government 
control in many countries, although not in all. The cooper- 
ative movement in Europe was so strong and had so many 
members that it had to be kept in Denmark, Belgium and 
Holland and to a limited extent in France. 

"Before the war, there were 575,000 cooperatives in 
Burope and over one hundred and eleven and a half mili ien 
members of these organizations. We quote these figures to 


show that in power and in size the cooperative movement in 


Canada is not yet comparable. In the chief cooperative 


countries in Europe, particularly in Britain and the 
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Scandinavian countries, the abpuenee ee were able to estab- 
lish themselves strongly before the advent of the great 
business corporations and department stores. They showed 
their stability and power particularly during the depression 
period, when they did much better than private business. 
Germany was an exception to this, because a desperate 
government subjected them to heavy taxation during the 
depression and reduced the benefits given to members, thus 
accelerating the bad effects of the depression. 

"In contrast to Canada, the cooperative percentage 
of retail trade in Zurope was very large. For instance, 
in Finland 30 to 40 per cent of the retail trade was done 
by cooperatives, in Bulgaria 25 per cent and in Estonia 
24 per cent. In many countries, the central business organ- 
ization of the consumers! cooperative was the most important 
commercial enterprise in the country. Important industries 
were owned and operated by the cooperatives, which were 
able to offer effective competition to the monopolies. 

"In Britain nine million people belong to consumers! 
cooperatives. In comparison the consumers! movement, which 
is the most important section of the cooperative movement , 
is in its infancy in Canada. The anaes Yearbook of 
1943-44 states that "The history of consumers' cooperation 
in Canada igs not encouraging". The existence of chain stores 
department stores and mail order businesses make it diff- 
{cult to build up the consumers' cooperative stores in 
Canada. In view of the fact of the great benefits which 
have accrued to the British and other European peoples 


from cooperative stores, it would seem that it is the 


business of governments in Canada to encourage them, 


rather than lay obstacles in their way. 
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"In view of the fact that business conditions in 
Canada approximate more closely to those of the United 
States than of Europe, sore observations regarding experience 
in that country may be of interest. 

"In the United States under the Capper-Volstead Act, 
farm ccoperatives organized to buy supplies and to sell 
goods are exempted from taxation, if they meet the follow- 
ing requirements: 

1, They must be organized as true cooperatives. 

2. All capital stock with voting power must be 
held by producer patrons. 

3. Not more than one half of the business may be 
done with non-members. 

4, Non-members must be dealt with on the same. basis 
as members. 

5, Dividends on stock must be limited to eight per 
cent or the legal rate in the state. 

6. Reserves may be accumulated in reasonable 
amounts. 

"City cooperatives pay taxes on whatever profits go 
into reserves or are used for extension. Patronage 
dividends are tax free. Recently the Commissioner for 
Internal Revenue had sought to collect taxes on patronage 
dividends, but in 1944 the Tax Court at Washington upheld 
the rights of cooperatives to deduct patronage dividends 
from gross income before estimating the income tax. 

he situation in regard to state faxyation. Of CoOop= 
eratives in the United States is varied. The tendency is 
tax laws to exempt distributive farmers' 


under state income 


associations and to have cooperatives which are liable for 


taxation pay mostly on money distributed in interest on 


share capital or laid agide for reserves. Wisconsin 
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exempts ali cooperatives from taxation. In North Dakota 
amounts set aside for reserves are exempt if the cooper- 
ative distributes on its books to the credit of its foivers 
individually a certain percentage of net income and uses 
these amounts as working capital. It is held that these 
sums benefit patrons a effectively as if they were paid in 
cash. 

"An interesting study made by the United States 
Bureau of Labor Statistics indicates that the taxes (for 
all purposes) paid by cooperative retail associations were 
3.08 per cent of food sales, 2.17 per cent of general sales 
and 2.24 per cent of oil sales (1940). This was a larger 
percentage than that paid by the privately owned retail 


associations of a similar nature. It was pointed out 


that the difference was due largely to the fact that the 


labour force was better paid in the cooperative stores 
and that the cooperatives paid more on account of social 
security taxes, which accounted for more than one third 
of taxes paid. One of the rules of cooperatives is that 
labour should be well paid. Im the cooperatives all 
labour is raid labour, whereas among private independent 
dealers many stores were of the one man owner type. 

"If Canada adopted social security legislation, this 
fact would have application here. 

"The United States Bureau of Internal Revenue has 
recognized two ways of treating the somewhat detestable 
point of non-member refunds. The most common method is 
to automatically credit the patronage refund of the non- 
members towards the purchase price of a share in the assoc- 
tation, The second is the creation of a separate fund 


for non-member discounts, in which separate accounts are 


not maintained, but a non-member can obtain 4 refund in 
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the form of a share on the basis of proved purchases. 


These methods meet the objections of those who claim that 
cooperatives should do business only with members. 
What would be the results of extending taxation on © 


cooperatives? 


1. It would give a serious setback to the cooper- 
ative movement in Canada, at a time when our greatest 
necessity is to build up democratic institutions and enable 
people to reestablish themselves after the war by means OF 
self-help. 

2. Our governments would be guilty of an economic 
fallacy, because they would be taxing not profits, but 
savings distributed on a patronage basis. 

2, Tt would entail much economic instability and 
confusion, because if such tax laws were passed, cooper- 
atives would drop their long time policy of charging 
current market prices or maintaining competitive prices 
and would simply slash prices. Already the wheat pools 
have given evidence that such is their intention. Other 
cooperatives would follow suit, because they are not inter- 
ested in making profits, but in giving the best possible 
service to their members. Such a policy would not be a 
good thing for business in general. 

4, Cooperatives would be penalized for their effic- 
jency and prudence in supplying the needs of their members 
at cost. 

5. Communities would be penalized, because the 
savings of the cooperatives come pack to the local community 
in contrast to the profits of big business, which often go 
outside the community and the country. Local communities 


are often milked in order to build big cartels. 
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6. Cooperatives for the purpose of giving service, 
such as telephone service, hospital and health services, 
burial cooperatives and housing cooperatives would be 
seriously hampered. | 

‘There are many and various types of these cooper- 
atives in Canada. Hospital and health group insurance 
schemes actually save the government money. There will be 
no end to it if Canada begins to slip down the slope of 
taxing cooperatives and the logic of such action will force 
the taxation of the service cooperatives. 

tCooperative housing is a new enterprise in Canada. 
There are seven cooperative housing communities in Nova 
Scotia, financed by the Provincial eens Commission. 
There are other cooperative housing projects in Alberta 
and in Quebec, now in operation. Many communities in 
Ganada have cooperative housing projects in mind for the 
ena of the war. These projects will operate largely in 
the field of low cost housing. The Housing and Community 
Planning Subcommittee of the federal government's committee 
on reconstruction published an authoritative report, in 
which it was stated that the dominion government would have 
to make subsidies to permit rents to be set at lower than 
the "economic" level, vecause of the large number of 
people who were not able to pay an "economic" rent. Cooper- 
ative housing is one of the means to help people overcome 
this difficulty by their own effort. The government would 
be ea the absurd position of hindering the housing cooper- 


atives, if it taxed them. In this connection we would 


mention the cooperative residence system, as recently dev- 


eloped in Vancouver, which is providing good boarding 


houses for university students and single women at cost, 


under cooperative associations. Would it not be the height 
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of foolishness to tax such associations, instead of encour- 
aging them to give better service and to cut the cost of 
housing these people? 
7, Taxing the cooperatives might have a tendency 
to increase government costs for relief, social services 
and health. It is better to encourage people to organize 
and help themselves than to ask for Shanta 
8, It would cut down the educational activity of the 
cooperatives and credit unions, which is a valuable aid to 
the creation of better citizenship and which should be 
extended. 
"Cooperatives and Fost-war planning 
"Covernments and international organizations are 
recognizing the value of cooperatives in planning for post- 
war reconstruction. The Post-War Rehabilitation Council 
of British Columbia was in receipt of a number of briefs 
from all over this province directing attention to the 
advisability of encouraging cooperatives. In its report 
the council included among its recommendations that in the 
settlement of returned men upon land, communities should 
be cooperatively organized as far as possible, ana that the 
organization of workers' cooperatives in small scale indus- 
tries in the urban district should be encouraged. Under 
such a plan it was suggested that members should have a 
jolno Lepour co-partnership under which they would pool 
their savints as capital at 4 fixed rate of interest, pay 
at least trade union rates of wages and divide the net 
operating surplus in proportion to the earnings of each. 
It is clear that there would be no profit in such cooper- 
atives but the members would simply earn what they worked 


for and should be taxed as private individuals. 


"Moreover, the cooperative movement should be given 


every encouragement from the point of view of international 
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reestablishment. This was recognized by the United Nations 
Conference on food and agriculture held at Hot Springs, 
Virginia, in 1943, at which a resolution was passed stating 
that the cooperative movement had played’ a vital part in 
the training of good democratic citizens and had been of 
great importance both to rural and urban populations and 
4¢t was recommended that all countries should aid the estab- 
lishment of producer and consumer cooperatives and that each 
nation should examine its laws, regulations and institutions 
to determine if legal or institutional obstacles to cooper- 
ative development existed. 

| "It is interesting to note that the International 
Cooperative Union is as yet the only non-governmental 
organization which has recognized its international respon- 
sibilities for the rehabilitation of the world. It has 
set up an Tnternational Freedom Fund for the purpose on 
rebuilding the cooperatives of Hurope, to help rebuild 
their premises and inventories and to train personnel. 
Hitler, at the instigation of the big business elements which 
puilt up the Nazi power, destroyed the cooperatives. We 
suggest that Canadians on the home front will be helping 
to win the war for democracy by assisting and encouraging 


the cooperatives. 


"Cooperative law neeas to be improved in Canada. 


"We hold no brief for organizations which are slivpiue 


through the Loopholes of cooperative law and masquerading 


as false cooperatives. To prevent this situation, we 


suggest that there are many ways of improving cooperative 


acts and strengthening public supervision over the operation 


of cooperatives. The present British Columbia Act was 


passed in 1920 and has not been amended since then. Lt is 


in great need of a thorough revision, aS many of its clauses 


do not comply with modern needs. Unlike other Canadian 
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cooperative acts, it makes no provision for a government 
department to supervise cooperatives or other than very 
perfunctory supervision by the Registrar of Companies. It 
allows proxy voting, which is contrary to cooperative prin- 
ciple. The limit on the rate of interest on share capital 
is set too high for modern standards, eight per cent. We 
would like to see interest payments on share capital dis- 
couraged in favour of the payment of patronage dividends. 
In contrast to the Cooperative Act, the British Columbia 
Credit Union Act is satisfactory. 

‘iio believe that the federal government should 
recommend to the provinces that they thoroughly review all 
their cooperative legislation and practice and that inves- 
tigations of the condition of cooperatives in the provinces 
should be held to determine which are true cooperatives 
ana which are merely joint stock companies in disguise. 

"There is no Dominion Cooperative Act or Credit 
Union Act. We believe that such legislation should be on 
the statute books. At present cooperatives which wish to 
function under the dominion government have to incorporate 
under the Companies Act, which is highly undesirable. More- 
over, in areas which are not organized, guch as the Yukon and 
Northwest Territories, there is no legislation to cover the 
formation of cooperatives and creast unions. This situation 
should be rectified. 

"Finally, we are of the opinion that the Canadian 


tax structure is highly involved and confused and that what 


is needed is not to bring non-profit organizations, such as 


the cooperatives under income tax regulations, but a thorough 


review ana simplification of our whole Canadian tax system, 


dominior , provincial and municipal. 
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BY MR. PARKER: 

Q. There are one or two questions I should like 
to ask you, Mrs. Steeves. On page three of the brief you 
give some statistics. Before the war, you say, there 
were 575,000 cooperatives in Europe and over one hundred 
and eleven and a half million members. What is the sources 
of those figures? A. The source is to be found in 
researches compiled on the basis of the latest knowledge 
of Europe before the war. They are not Government sources. 

Q. Where do you get them from ? Aw WEheyeare 
sources from research organizations, I have consulted 
very largely the statistics got out by The International 
Labour Organization and also by the Labour Departments 
in the United States and Canada, particularly the Labour 
Review of the United States Department of Labour, which 
from time to time gives a great many Statistics about 
cooperatives. 

Qi. ls there any particular publication you can 
mention that will give these figures, or is this a com- 
pilation by yourself. A. I should have put my references 
here. I am not sure what references 1 could name you in 
regard to this exoept to say that you will find it in the 
publications issued by the United States Labour Department. 

Q. You will appreciate the difficulty one 
might have in accepting such figures? It would be easy to 
make it two hundred and eleven millions, although I am 
not suggesting that. A. I am rot insisting that you 
accept this from me- 

OQ. “in the next paragraph you make this statement: 
aT contrast to Canada, the cooperative percentage of 


retail trade in Europe was very large. For instance, in 


LT me BP et 
. 


. mye 


a 
; ‘ 
ne 


Ps 


ft 5! a = st We 20 Got ote sro ry 
a7, ; oH J 7 oC) 7 Be ‘Sane ev shay te od 
{ Evi 
say AD.) cnt ste ; eotgalze%a: emoe erly, 
a - : Z a ; Bee at - 

7 : “ — 
if <th ak Bovitateqeos: 000, ave oraw 
: * Ele te. § 7 

ic : aciiitn ian oc fae covets ous 
ei ay : 7 
; ms 
a : stT «A Teetwalt eecas IW 
ce Bee | 
| a. ; 7 LO 54 i be +i eh act 57468 oT 
; : a 
‘ 
Smer até syed eqoiwe te. 
& ec wey * 
’ é iv . Od 
ac - if ' 
, : owe 
} ; . 
| viepiol vrs¥ 
co ae 
: tyes lou: tiicde 
- a . 
5 aft? “it 
a 4 ' is ive 1 
, i 
“ e } 4 mn “ ey 
’ eTogCorc? 
. 7 e : 
eek 
’ be i 
. * 
7” 
: Tet 
> +. yt A 
vitae Sey! : : ; 
‘ r d “ af in 
tit f ; ; had 
, ; 
ty > j « OTS) 

SS ‘ i ay : : ; > rE. 
oe Ay cia 59 wqecxy ole od Sange7 
4 oe ¥ 
: aa ‘a4 vic ’ re ano! sat idud 
pes : . aa B hy ngs x : 

1 ry = . rl x 
i “ co a» y “: s rae 
> a y é * 4 ; H 
an ~oose aL eves t432% 
TEA Oye es i = Cie ne . , , : 
x7 fo foo besbobd ow? 2h sone 
7 : q opt is v4 Vie ig dan ‘ ee ee Pee ay se he % h 
. bs Mis Pes gts 3, 
; 4 i T< SP) “Te mele Lim = hy, ue df 
ist) 4 = ? ths rs ‘ ee be i [ ; " 
2, k ay =e eae Lei ; ’ not : i 
ao ater etds dance 
_ et 0 ats Pe er es = aa aft Ny ie et eng 
mid} bs eg! tk aT ‘on eds. al +? re 
® a eS ay 
a rn o 
oh Brn. Pus 4) a tw OO oat °F mad oF » gen ttn a” 
24 oes 7a Ve d ’ ey, Peas ee) Ay pclae a ae Se 
Ef: Boreas: rot ental Xue en oa — at “ebmrty 
» aS ps gamers) acm me Tait: F ie 
ee , ‘a care 
* 2 is att : are 
Wat nth ee a sean 


B-426 


-426- Mrs. Steeves 


Finland 30 to 40 per cent of the retail trade was done by 
cooperatives, in Bulgaria, 25 per cent, and Estonia 24 
per cent.* What is your authority for this? A. The same 
is true of these figures. May I say that in my belief a 
Commission of this nature, inquiring into cooperatives, 
should consult Jee publications and learn about the co- 
operative movement. 

Q.- No doubt the Commission will use their best 
judgement in that respect. A. I simply wished to bring 
it to their attention. 

Q. I am sure they appreciate it. In the last 
paragraph on page three you say that in Britain nine 
million people belong to consumer cooperatives. A. I got 
that from British publications which I could not mention 
now. 

Q.- Government publications? A. Government 
publications. 

Q@. Can you tell me what thoy are? A. They are 
gathered from British Year Book publications. 

Q. What year? A. That is for 1942, No doubt 
there are more today, 


Q. Probably. On page four you say: "In the 


United States, under the Capper-Volstead Act, farm co- 


operatives, organized to buy supplies and to sell goods 
are exempted from taxation, if they meet the following 
requirements: Jl. They must be organized cooperatives." 
What is a true cooperative? A. A true cooperative is, 
I should say, one the object of which is not to make 
profits but simply to create savings for its members. 

Q. One gentleman spoke of alleged cooperatives. 
Are there sueh in this country, alleged cooperatives, tnese 


that are nottrue ? A. I would not like to say whether 
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there are or are not, but according to certain cooperat- 
ive statutes in this country there may be. There may be 
loopholes in the statutes whereby organizations could 
organize as cooperative and yet would not be true cooper- 
atives. It is for that reason that I recommend that the 
cooperative legislation in this country should be very 
thoroughly reviewed. 

Q. Is it not somewhat of a contradiction in 
terms to speak of a true cooperative. A cooperative 
either is or is not a cooperative. Can there be such a 
thing as a true cooperative? The converse or a true ¢co- 
operative would be a false cooperative. Can there be 
such a thing? A. Well, you understand what I mean. I 
could have said simply cooperatives, but it is to emphasize 
it that I put in the word "true". It is a matter of 
terminology, which may be faulty on my part. 

Q. But a cooperative must have certain character- 
isties or it would not be a cooperative? A. Yes. 

Q. Will you turn to the bottom of page five. 
This comes home or is very close to it. You say: "There 
are seven cooperative housing communities jn Nova Scotia, 
financed by the Provineial Housing Commission." What do 
you mean when you say financed? How are the funds raised, 
do you know? A. They are loaned to these housing 
communities by the Provincial Housing Commission. 

Q. Where does the money originate? Is it 
government money? A. Yes. I am not sure whether they 
have any of their own money in it also, but you will no 
doubt get all the details of that in Nova Scotia. 

Og a ERODGDLY.« A. At any rate,.my:pcint is 
that there are these housing cooperatives that should be 


encouraged... They are true cooperatives. 
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Q. That is what bothers me.. You say there ay 6: 
seven cooperative housing communities there. These are 
bot societies? A. They are projects. 

Q. But they are not cooperatives of the type 
that we have been discussing in which the funds are raised 
by contributions from the individual? A. Individuals 
contribute also to the fund. 

Q- But society largely puts up the mcney? 

A. Sure. There is no objection to putting up money to 


assist cooperatives. 


Q- Would that make it less a true cooperative? 

A. No. In British Columbia the post-war rehabilitation 
council recommended strongly that the Government loan 
money to cooperatives to put them on their feet, and money 
is being loaned by the British Columbia Government to co- 
operatives. 

Q It is true, is it not, that cooperatives in 
this proviuce operate and are enabled to operate only by 
securing a charter from the Government? A. Yes, 

Q. It is also true, is it not, that cooperatives, 
like other forms of business, could function only on the 
condition that there is maintained a stable organized 
Government in the country? A. Yes. 

9. You agree with that? A. Nothing can 
funetion unless there is stable Government. 

Q@, Ineluding cooperatives? eae Soc 

Q. Therefore is it not fair and equitable that 
such institutions should contribute to the cost of maintain- 
ing that stable and organized form of Government? A. They 
contribute to the stability of the Government ky creating 
stable social conditions and efhabling people to get the 


full Lenefit of their own efforts and their own labour, 
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thus making it less necessary for people to ask individuals 
for contributions towards health relief and things of that 
kind. 

Q.- But in addition to that, is it your view that 
they should also contribute by way of taxation to the main- 
tenance of that stable Government? A. Only by taxation 
of such things that should justly be taxed. I don't think 
that the results of their labour and their methods of 
saving should be taxed, because they are not profits. I 
quite agree that there should be a tax on real estate and 
trade licenses and what have you. 

BY MR. ARNASON: 

Q. At the top of page two, in the first parag- 
raph, you say: "In any event, the Income Tax Act 
specifically provides that if business with non-members 
exceeds 20 per cent of total business, the whole of the 
surplus earnings shall be taxes on exactly the same basis 
as in the case of private companies." I would suggest 
that that sentence is not quite complete. Probably what 
you intended to say was that the Income War Tax Act pro- 
vides that if business with non-members exceeds 20 per 
cent of total business done with members --- A. Yes. 

I thank you for calling that to my attention. 

MR. VAUGHAN: I think the Commission is very 
grateful to Mrs. Steeves for the concise and able way in 
which she has presented her brief. We can see why she is 
a representative of her party. 

MR. PARKER: We have a brief submitted by A.Browne, 
of Dolph. Browne Limited, P. S. Sterling, of B. C. Fruit 
Shippers Ltd. and F. L. Fitzpatrick of McLean & Fitzpatrick 
Ltd. on behalf of eight or ean vaginas The brief will 


be presented ty Mr. Robert Cheyne. 
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ROBERT CHEYNE, C. A., 
Dolph. Browne Limited, 
by COC. fruit shippers Ltd... 
McLean & Fitzpatrick Ltd., 
having been duly sworn testified 
as follows: 

BY MR. PARKER: 

Q@- You are a chartered accountant? A. Yes. 

Q@- Residing and practicing where? A. Victoria. 

Q. How long have you been a member of the 
Chartered Accountants Association? A. Since 1918, 

Q. And you have been in aotive practice ever 
Since? A. Yes, but not in my own practice ever since, I 
have been in active practice for some twenty years. 

Q. Have you been auditor for the companies list- 
ed on the sceond page of your brief? A. Not all of them. 

Oot WA eer aticreble number of them? A. Yes. 

Q.- The ones whose names are signed to the bricf? 
A. Yes, the Committee. 

Q. And some others? A. Yes, 

Q. Looking at the people you are representing, I 
notice you have British Columbia Fruit Shippers Ltd. re- 
peated five times, Are these five independent companies? 
Ae No. They are different branches. 

| Q. It is really only one company? A. Yes. 

Q. The same applies to Dolph Browne Limited? 
A. Yes, 

Q. And the same with Fitzpatrick? A. Yes. 

Q. And the Occidental Fruit Company Limited? 
A. Yes, 

Q. And Walters Limited? A,. Yes. 

Q. You listed them to show that they were doing 
business in different centres? A. I did not list them. 


They listed them to show the nature of their operations, 
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Q. Is this brief which you are about to present 
your personal ideas on the subject or is it the result 
of the deliberations of a committee on behalf of all these 
companies? A. This is not my personal presentation. The 
committee whose names are here -- Dolph Browne, Sterling 
and Fitzpatrick -- prepared the brief and submitted it to 
a meeting of all shippers and they approved it and request- 
ed that I present it, knowing that I represent at this 
hearing a large number of cooperatives. 

Q. That is rather interesting, is it not? First, 
this brief is the product, and represents the considered 
view, of all these companies, not only the three who sign 
it but the group listed below? Ae YOS. 

Q. You have been auditor for three of these comp- 
anies and others? aA. Yes. 

Q. And you -- by all of them -- were asked to 
appear before the Commission and present the brief? 

Aw Yes, 

Q. And the reason was because you were also the 
auditor of non-cooperatives? A. No, in spite of that; 
not because I was the auditor of non-cooperatives but in 
spite of it. And I present this brisf with the full know- 
ledge of my cooperative clients, who have no objection 
because there is nothing in the brief which is antagonistic. 

Q- IL am not suggesting antagonism between interests. 
I want to assist the Commission so that they can properly 
appraise the value of the statements made in the brief. 
They are not your views; you may or may not agree with 
them? A. That is so. 

Q. You are merely the agent to express the views 
of others. A. Yes. The ee reads as follows} 
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your consideration, our position as fruit and vegetable 
- packers and shippers (limited companies) in the Okanagan 
Valley, British Columbia, under the present Income Tax 
and Excess Profits Tax structure. 

"Our companies pack and shipp all of the fruit 
and vegetables raised by over 1,400 growers, amounting 
to 4,480 carloads in the 1944 season, with a cash value 
in excess of $5,376,000. 

"Our investment in buildings, cold storage and 
equipment is over $700,000 and we provide employment for 
785 workers in our packing houses, to which can be added 
the orchard and field labour, of several thousand workers, 
in the growing and harvesting season. 

"Our dealings with our growers are on the basis 
of the closest mutual friendship. and confidence which has 
enabled us to assist many in the purchase, final owner- 
ship and successful operation of orchard properties. 

"Also, we wish to make it clear that our relations 
with our competitors are entirely satisfactory, all working 
together for the good of the grower and the industry. 

"Also, that all fruit and vegetables grown in the 
Okanagan Valley (whether controlled by cooperative or 
independent shippers) are marketed through the one central 
selling agency, the B. C. Tree Fruits Limited, Kelowna, 

B. C., who account for same to the shipping houses, and the 
shipping houses in turn account to their growers. 

"We, as limited companies, are in direct competition 
with the cooperative packers and shippers in this Valley, 
which cooperatives, up tc now, have been exempt from income 
and excess profits taxes. The regulations governing their 
operations have enebled their building up large reserves 


so that they are now in a strong financial position and 
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in addition they have acquired excellent buildings, cold 
starages, equipment etc., all built or acquired with 
tax-exempt money. 

"The fruit and vegetable production of this Valley 
is increasing rapidly, and in 1944 we harvested and pack- 
ed the largest crop on record. 

"In order to handle and pack these inereasing crops, 
new buildings, cold storage, and considerable additional 
equipment must be tuilt and purchased each year, and while 
the cooperatives have all of their net income available to 
meet these needs, we, as limited companies, only have that 
portion which remains after income and excess profit taxes 
are paid. 

"Our services to our growers must be as efficient 
and complete as those of our competitors and our returns 
to our growers must also be as high if we are to retain 
our clientele and the handling of their fruit and veget- 
ables, which is the foundation of our business. 

"Since corporation income tax was increased and 
the 100 per cent excess profits tax inaugurated it has been 
impossible to provide, from current net profits, the 
additional buildings and equipment so urgently needed, and 
some of the prinoipals of our companies have had to use 
personal savings to meet this need. They did so in the 
expectation that the unequal handicap under which they 
are now operating would be removed as soon as the war 
terminated. 

“However, it is impossible to maintain one's 
position indefinitely under this handicap and in the past 
few years eight independent limited companies reorganized 
into cooperatives. i 


"Whereas in the year 1936 approximately 60 per 
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cent of all the fruit grown in the Okanagan Valley was 
packed and shipped by twenty-six independent shipping con- 
cerns (limited companies) the present position is that 

only fourteen independent fruit shippers (limited companies) 
are operating in the Valley and are handling 34 per cent 

of the tonnage, 

"Most of these reorganizations have taken place 
jn the last few years, since the incidence of excess 
profits tax. 

"Most of the principals of our companies have 
spent a lifetime in the fruit industry and the success of 
their concerns is evidence that they are performing a use- 
ful function in the economy of the Okanagan Valley. 

“We submit, however, that unless we are able to 
compete on equal terms with the cooperative organizations 
we will be forced to reorganize our companies into co- 

Be eee or go out of business. 

"We appeal to you for an equitable adjustment of 
this matter and ask that we, and our growers, be granted 
equality of taxation with all others operating in a similar 
capacity in the Okanagan Valley. 

"Respectfully submitted, 

A. Browne, Dolph Browne Limited 

P. S. Sterling, B.C. Fruit Shippers Ltd. 

F. L. Fitzpatrick, McLean & Fitzpatrick Lt 

(Committee) 

Representing: 
British Columbia Fruit Shippers Limited Vernon, B. C. 
British Columbia Fruit Shippers Limited Oyama, B. C. 
British Columbia Fruit Shippers Limited Westbank, B.C. 
British Columbia Fruit Shippers Limited Summerland, B.vu: 


British Columbia Fruit Shippers Limited Oliver, B. C. 
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Dolph Browne Limited 

Dolph Browne Limited 

Keremeos Fruits Limited 

R.H. Macdonald & Sons Limited 
McLean & Fitz patrick Limited 
McLean & Fitzpatrick Limited 
Occidental Fruit Company Limited 
Occidental Fruit Company Limited 
Okanagan Valley Land Co. Ltd. 
Unity Fruit Company Limited 
Walters Limited 

Walters Limited 

A. T. Howe Orchards Limited 


BY MR. PARKER? 


Mr. Cheyne 


Vernon, B. Ga 
Armstrong, B. C. 
Keremeos, B. C. 
Vernon, 8. 6. 
Kelowna, B. CO. 
Oliver, B.C» 
Kelowna, B. 0. 
Summerland, B. C. 
O.K, Contre, B. C. 
Vernon, B. C. 
Summerland, B. C. 
Peachland, B. C., 


Vernon y. B's. Cn ‘ 


Q- is the phraseology in this brief yours? 


OA eae 


THE CHAIRMAN: 


I only had it submitted to me at the last moment. 


Did I understand you to say -- I 


did not have your brief before me -- that eight independents 
have reorganized as cooperatives? 

THE WITNESS: Eight independents, yes, if I rem- 
ember correctly. 

THE CHAIRMAN: Where does your information as to 
that come from? 

THE WITNESS? I could not tell you, sir, “Dodid 
not prepare this. 

THE CHAIRMAN: Do you Know it as a faot, personally? 
THE WITNESS: L.cannot think of eight in the 
Okanagan. 

BY MR. PARKER: 
Q. Can you name any one? A. Yes, the Browne 


Company in Penticton, which became the Penticton United 
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Co-operative; the Cascade Company. which became the Cascade 
Co-operative Association; the Crown Fruit Company, which 
became the Laurel Co-operative Association. 

Qe Is this to your personal knowledge? <A. To my 
personal knowledge. These are all I can just think of. 

Q. At what dates? A. All within the past four 
years. 

Q. Do you know the details of these companies? 

A. Yes. 1 was auditor for most of them. 

Q. Has their business method of operation changed? 
A. Yes, considerable, 

Q- in what way? A. They are now oened by the 
growers and they were owned by limited liability companies 
before. 

Q. How did you get rid of their previous capital 
structure? <A. They sold their assets to the growers 9nd tho 
growers, hy deductions, paid off capital -- completely in 
some cases. 

Q. These would be instances of privately owned 
companies taken over, purchased hy eoeoere lee interests? 
A. Yas. 

Q- Do you know whether these privately owned 
companies paid income and excess profits tax before? 

A. At that time they were not subject to excess profits 
tax. 

Q. Well, income tax? A. They paid income tax. 

Q. Do they pay it now? A. No. 

BY MR. VAUGHAN: 

Q. These companies were purchased, the assets 
were purchased, and the companies paid off. How was the 
money derived to pay them? A.- By crop deductions. They 


would deduct five, six or seven oents per box of applies 
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and that money went into the revolving capital fund. I did 
not mention B. C. Orchards in that list. That must be gett- 
ing close to the cight. | 

BY MR. PARKER: 

Q- Following up the question put by Commissioner 
Vaughan, what did the limited companies do? Did they surrend- 
er their charter? Was the business wound up? A. I don't 
think that any of these companies have been finally wound 
UP. 

Q- How was the transfer made? How, by means of 
crop deductions, could the other company be paid off? 

A. The original company sold their assets to the cooperat- 
ive company and as they collected their money from the 
growers they turned it over to the independent company. 

Q. And they in turn paid it to the shareholders 
of the limited company? A. They will when the company ic 
wound up. 

Q. Were the shareholders of the limited company 
and the members of the Association substantially the same 
group of people? <A. No sir. 

Q. What in the main is the difference? A. The 
Crown Fruit Company had a number of grower shareholders 
who became members of the cooperative as well, so that in 
that case you had a minority group in the new company. 

Q. But speaking generally? <A. They were entirely 
neWe 

Q. Speaking generally, were not the growers who 
beeame members of the cooperative association the same as 
those who had formed the shareholders of the other company 
while operating as a private concern? A. No. That is far 
from the fact. 

Q. When the new association was formed, these hold- 


backs or deductions were retained with a view to paying the 
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purchase price which the association had agreed to pay to 
the limited company for its assets? A. Yes. , 

Q. As to how that money has been handled by the 
limited company you have no knowledge? A. Yes. 

Q.- How was it handled once the old company got 
its purchase price in its hands? A. It still has cash in 
its hands. 

Qe Have they distributed it in any way? A. I 
can't think of one which has yet distributed its assets. 

Q. The purchase price is still held by the limited 
companies? A. Yes. 

THE CHAIRMAN: As auditor, have you any knowledge 
of the purpose for which these companies were transformed 
from one form of enterprise to another? 

THE WITNESS: Yes. Under the central selling arrange 
ment, the independent, shall we say, found the growers more 
anxious to handle their own crops, and the tendency was for 
the growers to want to run their own organization entirely. 

THE CHAIRMAN: Is it more profitable for these 
enterprises to carry on as they presently exist than it was 
for them as limited companies previously? 

THE WITNESS: They are more liable to retain their 
growers, 

THE CHATRMAN: I am speaking from the financial 
point of view. 

THE WITNESS: I don't see any difference, sir. 

THE CHAIRMAN: Their returns would be the same? 

THE WITNESS: The returns are exactly the same. 

THE CHAIRMAN: Subject to taxation. 

THE WITNESS: Subject to taxation. They must make 
a profit before they are subject to taxation. 


THE CHATRMAN: We suspect that that is so. 
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THE WITNESS: Consequently the independent must 

compete with the cooperative. 
BY MR. ELGLOTT: 

Q. I wonder if Counsel would explore in his 
clarifying way the meaning of a phrase at the bottom of the 
first page: "...some of the principals of our companies 
had to use personal gavings to meet this need," TI am not 
clear as to the meaning of “principals” and the way in which 
these personal savings were used. 

BY MR. PARKER: 

Q. Will you explain that? The sentence reads: 
"Sinee corporation income tax was inereased and the 100 
per cent profits tax inaugurated it has been impossible to 
provide, from Sesicne net profits, the additional buildings 
and equipment so urgently needed, and some of the principals 
have had to use personal savings to meet this need." 1 
suppose you mean some of the principal shareholders? 

A. Yes. 

Q. The people who were best able to put up a 
ttle money? A. . Yes. 

Q. When you say “had to use personal savings" 
you do not mean savings in the sense in which we have heard 
that word used in dealing with cooperatives? A. No. 

Q. They are spare cash? 4. Yes. 

9." In other words, they had to guarantee the 
company's loan or put up money. A. Yes, guarantee it at 
the bank or put up additional capital. 

Q. What do you mean by additional capital -- 
buying additional shares? Se ales. 

Q. These companies had shares held in the treasury 
to sell at any time? <A. . Yes. 


MR. PARKER: Does that clear up the point, Mr.Elliott’ 
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MR. ELLIOTT: Yes, I believe so. In some cases, 
they have guaranteed loans and in other cases purchased? 

THE WITNESS: Yes. 

MR. PARKER: And sometimes made straight loans? 

THE WITNESS: Yes. | 

BY MR. VAUGHAN: 

Q. Mr. Cheyne, you said that five cents a barrel 
was deducted from apples? aA. <A box. 

Q. In order to pay for the assets. How much per 
pox did the ones who went into the cooperative gain as 
compared with what they were receiving before they went co- 
operative? A. I could not tell you that. 

Qe I mean net. A. The returns one year are quite 
different from the returns of another year and it is also 
quite difficult to compare returns, one packing house with 
another, 

Q. But there was some financial gain by reorganiz- 
ing? A. They must have felt they would get profits. There 
can be little difference between the returns of one packing 
house and those of another. 

Q. Do you say that the saving or profit was used 
to pay for the assets of the companies that were bought? 

A. Excuse me; I did not get that. 

Q. When the firm became cooperative, were the 
savings made in the cooperative used to pay for the assets 
of the companies which went into it? A. Yes. Excuse 
me; it seems I am at oross purposes with you. The net 
amount of the pool price of that particular grade of apple 
is get -- that is, the total amount received by that 
particular shipper for that particular grade of applies is 
distributed equally among the growers of that pool. From 


that amount is deducted five cents per box and that amount 
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goes to the pool account, which account is aed to pay orf 
the purchase price. 

Q. Were those savings used in order sO buy the 
assets of those companies which turned from stock companies 
{nto cooperatives? A. CanI get that clear? You say the 
savings --- 

Q. You say there were certain savings. A. Well 
then, you haven't got me correctly. When I said savings, 
it is really a contribution by the grower to the fund. 

9. No matter what you call it, there is some benefit 
by turning from a stock company to a cooperative? 

A. There might or might not be according to how close the 
margin might be. A company operating with a million pack- 
ages might be making less than a third of a cent a box 

net profit. The operation of one year mient be quite ajzT— 
erent the next year. You cannot tell, because a company 
made a profit one year, that it would necessarily have a 
profit the next yeare 

Q. You say it was this saving that went towards 
paying for the assets of the companies taken over? A. No. 

Q. What was the five cents? A. <A straight deduct- 
jon from the amount of money which would have been paid 
to that grower. 

9. Would there not be some financial gain, some 
way or other, either in better price or in reduced cost 
of operation under the cooperative? A. Ordinarily 
speaking, what would have been a profit of the independent 
company would now be going to the grower. 

Q. Was that profit used to purchase assets? 

A. But, sir, in the first place the original company had 
its capital invested and therefore had no interest to pay 


on that capital except the profit they earned. When the co- 
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operative purchased it they did not have capital invested 
and they had interest sufficient to wipe out the original 
profit. That disappears as the liability disappears. It 
is possible a company might operate in the same way as a 
limited liability company and make a profit under exactly 
the same conditions, and the next year that profit might 
be used to pay interest on indebtedness. 

Q- My point is this: Was it used to pay for part 
of the capital taken over from these joint stock companies? 
There were certain assets taken over? A. Not as such, 

It was a straight deduetion from the grower from the price 
he would otherwise have got, and went to pay off the 
liability. 

9. There must have been a margin between the cost 
of the grower and the selling priee which enabled him to 
allow a certain amount to be deducted. There was a greater 
spread in the cooperative? A. I don't think so. 

Q. What would be the purpose of going into the co- 
operative? A. They feel they want to run their own 
business. . 

THE CHAIRMAN: Whether you call the result a profit, 
a gain or a surplus, what was the difference, from the 
standpoint of these companies, as between the time they 
were operating as stoek companies and the time they were 
operating as cooperatives? Was there any difference? Was 
this eon ied gain, surplus, or whatever you choose to call 
it, any different from one year to another? A. Yes. 

THE CHAIRMAN: Why? 

THE WITNESS: Because the established packing 
prioe, the nominal packing price set in one house 4s diff- 
erent from that of another, and that is decided by the 
direetors or the growers saying, "We will charge Listy 


eents", while another group operating in the same town 
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might say, "We will charge forty cents", You cannot tell 
me which is correct and which is incorrect, One wants to 
carry a bigger margin than another. 

BY MR. ELLIOTT: 

Q. Is this on consignment? A. meaeeiy on con- 
signment. The company does not own the fruit. 

BY MR. PARKER: 

Q.This transfer takes place jn the following order: 
first, the joint stock company offers to sell its physical 
assets for a specified sum? A. Yes. 

Q. And they put themselves in the position where 
they say, “This is a cooperative association." One corp- 
orate body is prepared to buy the physical assets of 
another corporate body. That is the position? A. Yes. 

Q. And a price is agreed upon between them? 

A. YeS-e 

Q. The seller says, "T am prepared to accept so 
much" and the buyer says, "I am prepared to buy", and an 
agreement is arrived at? = Agno Mess 

Oo. 2 The buyermac that time has no money to pay ¢x~ 
oept a small amount of share capital? A. Yes. 

Q. And so a transfer of assets is made to this 
corporate body and it begins to handle fruit. The assoc~ 
{ation receives fruit on a consignment basis, markets it, 
gets the proceeds in its hands, and out of these proceeds, 
by agreement with each {individual grower, retains three, 
five or seven cents a package? A>, YesSe 

Q. That sum is then set aside and is used for the 
purpose of making payment on the purchase price to the 
limited company. A. Yes. 

Q. That may extend for one, two, three, four or 


five years until the purchase price is discharged? A. YeSe 
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Q. Is that the way it takes place? A. Yes. 
_Q- And that is all there is to it? A, Yes. 

Q. And from then on the new association becomes 
the usual type of cooperative association. It keeps on 
selling its members' fruit and keeps on even after the 
purchase price is paid, continuing to make a deduction, 
perhaps of a smaller amount per package. At any rate, it 
keeps on making that deduction? 4. some of them. 

4. Do you follow me? The deductions ave continued 
and they are set aside as reserves. Is that the usual 
practice? A. It depends on what you call reserves. 

Q. What would you call it? A. It is set aside 
as capital. 

Q. Is it not called reserves in their set-up? 

A. Some cooperatives put a certain part into reserves, 

Q. You agree with me to the extent that they set it 
aside and call it reserves? A. To a small extent. 

Q. Why do you object to my use of the word reserves 
when in the very companies whose tooks you are auditing 
they call them reserves? A. You are reading a meaning 
into my ores which is not there. . The cooperative puts 
this deduction into their capital. Some parts they put 
jnto reserve, but it is a small part. 

Qe I do not care whether it is big or small; they 
put some part? A. Yes. 

Q. What do they do with the rest of the deduction? 
Do they use it for working capital? A. Yes, 

Q. What is the difference? Don't they use the re~ 
serve for working capital? A. Yes. 

Q. Then what is the difference really? What is the 
difference if you divide a sum of money into two parts and 


use both parts for the same purpose? A. The reserve is an 
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amount you intend to retain for an indefinite period, a 
period longer than you intend to retain the capital, Every 
cooperative does not do that. You must not put it down 

as my statement that all cooperatives do that. 

Q- 1 did not say all cooperatives. I suggest it as 
@ general rule. Do you agree with that? A. Yes, but I 
don't agree with the principle. 

Q- Let us confine our discussion to the two or three 
eompanies we are talking about. Do you know how they do 
it? <A. Yes. 

Q. Name ones A. The Crown Fruit Company use a 
small amount as reserve. 

Q» They make how many eents deduetion, do you know? 
A. I don't know, 

Qe Assume that it is five cents. Out of that, how 
mueh do they hold as reserve? <A. None of it, 

Q I thought you were giving me a company which set 


aside a small part as reserve. A. No. When they work 


out the expenses at the end of the year they also add a 


very small amount as a reserve, 

Q- That is what I said. A. No. You said they 
deduoted it out of the five cents, which is a different 
thing, 

Q They charge their reserve up as part of the 
expense? A. Yes, 

Qe ed what they hold back they use as working 
capital? A. Yes. 

BY MR. FRANCIS: 

Q.» May I direct one or two questions to the witness 

in order to clear up a phrase whieh I believe I heard used, 


or one similar to it, that a private company had turned 


ryan .=M a ve 


7e 
“ 7 : 


fo tate. atten? raGqs at 107 aletot of Sootat ats 
giadinno on? 7RsIeT. OF nIoL TOY Soe ae Staal 
$2) seq ton foun sek” eee et Yon weak. evidageqooe 
grad ob sovitonnqooe..4ce torts Serene ze 
Mest 1. +s viggaogaoe ifs tis yoo BEE Fah. 

P hl eh, Taeud city ome URN. of obit fert0e3 | = 


Lonquedtsg ais PER setae +! nob 
t¢ ay ncleedewie 2ae bal tape ‘eu gat ff 
(Bo wot won Boe ct does as toh kb8 a aw solge Une ; 
wie 3 a etl 
wees in ee oa? +h 99H. eae f 


exioneg. so tavoms Diane 


toy oF ,O0 aK? rane Yin Od, cess ie yet a? 
,wond 2 ‘nob: Ll =A 
fras (qu ip wAlS al ZL 37 someeh +f 


6) %o ehON cA, Jouteees & hind yemt:9o “ove 


« 
i= . fg ee 


siawoyaaes 4 Wee bile ang” poy riguedd dl of 


ym TORT Bebe UW. sd, TONED Be frog tiomad gstler 


we 7 +88, 29 baie sf, 8 Oa ore ede? ao 


1 > 


2 #OFIOIET A. Re jauorne Lileste tev 
sbloa 2 tate af 294T b 
apts? TLD, ak. MOLY .<PORRS FT eit -adt te aq, 24 fpsteubeb 


> : rg t ag 


io. 4 Pog 6 Wy Baya oeet, wlect <P 4; ywoHT of! 
v i > L =» n ’ at ig Bae ie ae ce 
. e 
ow pBOk nk Feataqe® 
mw tle > rors : 


wp Gry Yous, Bond: EOS VRE, godw Dak 4y 
eoY «A “Sisdtane 


Pas: 
SELL ST--508 TS 
ihe Sfs..: eno leaotir ows (7 2 Ae ib. pa you of) 


a Pern 4 a aS Led L.. GORD ‘psetdiq. 6. qu npee, og soba a 
ae wlig « sne9 eve ot: aeitnte EO 1 


v.74 “af - 
toes Hou . cae ca {Ul 2... 


B-446 


-446- Mr. Cheyne 


4tself into a cooperative. At another time it. was put 

in this way -- turning a stock company into a cooperative. 
Le want to clear that up. I will put it this way and the 
witness can tell me if I am wrong: Is it a fact that in 
a certain area the growers organize their own business to 
handle their own commodities in a cooperative? A, That 
is correct. 

Qe And having organized their own business to handle 
their commodities, they require facilities? A. That is 
right. 

Q. And requiring those facilities, I take it, they 
can either build them -- which in war time is aqiffiecult -- 
or acquire existing facilities? A. That is correct. 

Q. And in looking around for facilities they natur- 
ally go where those facilities are? A. That is right. 

Q. And the facilities are naturally in the hands of 
those who have been doing business of that type? A. Yes. 

Q. Therefore an approach 4s made to the pseple who 
have the facilities? A, Yes. 

Q. And it happens in certain cases to be a private 
company? A. YeS,. 

Q. So that the facilities are acquired by one group 
to be used in their own business from another group that 
has been carrying on private business? A. Yes, 

Qe gee one of these examples -- any one except 
Crown. Take one within your personal knowledge, but 
don't select the Crown concern. Is it eorrect to say -« 
or, first of all, will you name one? A. Cascade, 

Q. Take Cascade. A. No; I don't know that. Let 
us say British Columbia Orchards. 

Q. Well, select British Columbia Orchards, Is it a 


fast that in the case of the purchase of thef acilities of 
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British Columbia Orehards by the new organization none of 
the shareholders in the private company are the same persons 
ag the growers? A. That is correct. 


Q. So that you have two groups of individuals? 


Aw Yess 


Q. And it ia not a-eass of the old members of a 
private company turning their organization into a cooper~ 
ative? A. That is correct. 

®. It is a case of a group of growers organized to- 
gether and acquiring faeilities for their own use from 
British Columbia Orchards? A. Yes, 

Q. What is the price of British Columbia Orehards, 
jn round figures? 

MR. PARKER: Need‘we go into that? 

MR. FRANCIS: Yes. It is important and 1 shall show 
the relevancy in a moment, 

THE WITNESS: I am afraid I can't tell you. it is 
hard to keep my brain centred in one place. 

BY MR. FRANCIS: 

Q. Several thousand dollars? Ae Yes. 

Q. At any rate, a large amount? A, Oh yes. 

Q. That large amount is paid over by the cooperat- 
{ve to the private company? A. Yes. 

Q. In due course. A. Yes. 

». There is usually a cash payment? A, Not always, 


But there may be? A. In this case there was. 


es te 


. What is done by the vendor, that is the private 
company, with the money that ig gets from the cooperative? 
What is done with it? A. 1¢ is still lying in the 
original company. 


Qe It is invested? A. Yes. 
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Q And as an investment it will yield an inoome? 


Q- And that will be an investment income? A, Yes, 

Q. And you know from your knowledge that an invest- 
ment income yields a higher tax rate than an ordinary income? 
A. Yes, 

q. So that an investment ineome from the investment 
of the purchase price of the facilities may yield a very 
substantial ineome tax? «A. Yes. 

Q. Let us look at the other side of the picture. 
The growers have a¢quired certain facilities. They are now 
handling their commodities. Js it not true that before they 
go into business themselves they are in receipt of certain 
incomes? A. Yes. 

Q. And is it a fact that they acquire these faeil- 
4ties in order to improve their ineomes? 4. I presume so. 

Q. Do you know that? A. No. They might merely 
wish to handle their own produets, but generally speaking 
that is the idea. | 

Q. As a result of controlling their own business, 
can you say whether they do improve their own income? That 
is the evidence. Would you disagree with the evidence 
given here? A. No. 

Q. If they improved their own individual income, 
would that aa them liable to more personal income tax? 

MR. PARKER: That is obvious. 

BY MR. FRANCIS: 

Q- Let me complete the picture. You will agree that 
on the one side the grower may improve his income and there- 
fore make more available tax revenue. On the other hand, 
you will agree that there may be some tax revenue from the 


jnvestment of the purchase price? A. Yes. 
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 Q. The statement was made yesterday, but not 

established by evidence, that $100,000,000 was lost in 
revenue to the Dominion because of the change-over from 
private business to cooperative business, 

MR. PARKER: Who made that statement? 

BY MR, FRANCIS: 

Q« It appeared in Mr. Tupper's brief. Is it ag 
Simple as that? I am trying to give an illustration. 
You are a chartered accountant. Is it as Simple as that? 
A. No; definitely not. 

Q.- There are a lot of factors to be considered? 
A. Yes, 

Qe And they are of a financial nature? A. Yes, 

Q. Just one other point. I understood you to use 


this phrase, that cooperatives build up -- I don't think 


‘this is your own statement but it is from your brief -- 


that cooperatives build up from tax-exempt reserves the 
money to buy the business. That is the effect of the 
statement in the brief. Later on, 1n examination by my 
learned friend, I think you used the words "free contribut- 
ions" by the growers. A. Yes. 

Q. And this five cents a box is really a contribut- 
fon by the grower? A. Yes, 

Q- So that in giving your own opinion you say that 
the new business is aoquired by eontribution from growers? 
A. Yes. 

BY MR. VAUGHAN: 

Q-What is the financial position of the fruit 
growers on whose behalf you are speaking? Do they earn a 
lot of money or do they make an ordinary LL Vinee “Ae Ll 
have an orchard myself and I wish I could get as good a 


return from my other investments, 
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Q. It is quite profitable? A. Yes, definitely. 
That applies to.a good orchard. A poor orehard is a 
liability; I would not take it as a gift,. 

| Qe You admittthat it is a profitable business. 
A. That is, under present conditions. 

Qe But you admit that it is a mofitable business -- 
fruit growing. A. At the present time; but that has not 
been always the case. Far from it. 

Q. Then there is no tax at all today although it 
is a profitable business? A. Will you repeat that? 

Q. I say there is no tax paid although you say 
it is a profitable business. A. There is no tax paid 
by the cooperative because it does not make a profit. 

But there is no corporation tax paid by myself even though 
I employ a number of people in my organization. I have 
quite an organization and I am exempt from taxation, and 

so is the legal profession. You may have an organization of 
ten or more lawyers who do not pay corporation tax. You 

may have an organization of ten or more lawyers who do not 
pay corporation tax. 

MR. PARKER: They are not ineorporated,. 

THE WITNESS: True. 

MR. FRANCIS: Their ineome has not reached that 
point; it is limited. 

THE CHATRMA ; And their liabilities are quite un- 
limited. 

MR. FRANCIS: Yes, my Lord. 

BY MR. VAUGHAN: 

Q« Do you operate your orchard on a cooperative 
basis or on a private-ownership basis?A. On a eooperative 
basis although it is not {neorporated. In other words, JL 


share my profits with my employees and thereby oontribute 
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to my success. 
BY MR. ARNASON: 

Q. On the first page of the brief you refer to a 
eentral selling agency known as British Columbia Tree Fruits 
Limited, the facilities of which agency are used by both 
cooperatives and independents. Is that so? A. Yes. 

Q. I wonder whether you could describe briefly the 
functions of this agency, how it is controlled, and by 
wnom. A. The growers own and control Tree ponies Limited. 
Prior to 4ts formation we had independent companies selling 
through one organization and other independent companies 
selling alse, and we had a number of grower shippers. There 
were others selling through independent selling organizations 

Q. There were a number of agencies? A. Yes, a 
number of selling organizations all cutting each other's 
throats at the first opportunity, and they smashed prices 
to such an extent that finally the growers organized and, 
shall I say, practically compelled the Government to give 
them legislation to control the market. That was done be- 
fore the ware 

Q. Was that under the British Columbia Natural 
Products Marketing Act? A. Yes. Since then all sales of 
Okanagan fruit must pass through that central selling 
ageney, the British Columbia Tree Fruits Limited. 

THE CHAIRMAN: We will declare the case closed. 

MR, PARKER: The next presentation is that of the 
Vancouver, Victoria and New Westminister Insurance Agents! 
Associations. Mr. Cameron Craig will give evidence. 

CAMERON CRAIG, 

Secretary, 

Vancouver, Victoria and New Westminister 
Insurance Agénts' Associations, 


having been duly sworn testified 
ag follows: 
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BY MR. PARKER: 

Q@- You are the Secretary of the Vancouver, Victoria 
and New Westminister Insurance Agents' Associations? 
A. Yes. 

Q. This brief ts signed by Frank Monahan, the 
Chairman of the Association, and accompanying letter is 
signed by him. This witness advises me that Mr. Monahan 
4s of necessity out of town and this gentlemen has been 
asked to appear in his place. Before you begin, Mr.Craig, 
I might ask you this question. The Association is not an 
incorporated body? A, 6ONO “Sirs 

Q. Do TI understand that the insuranee agents in the 
three centres in question have each a local unincorporated 
association? <A. Yes, 

Q. And do I understand that the three of you got to- 
gether and diseussed affairs relating to your business‘ 

Ae Yes. 

Q. And you are presenting this as a joint represent- 
ation by the three associations? A. Yes. 

Q. And the other two have asked you to speak on 
their behalf? <A. Yes. 

Qe By “insurance agent" I take it we are to under- 
stand the ordinary life insurance salesman? aA. No sir, 
other than life, fire and casualty. 

Q.- Not.mutual? &. No. 

Q- You are here speaking their views in relation to 
this question? A. Yes. This is not a brief that governs 
the insurance business. It is merely a general submission 


asking for equitable treatment. It reads as follows: 


“TNASMUCH AS the Government of. the Dominion of Canada 


derives a large part of the national revenue 
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from income taxes on individuals and income 
excess profits taxes from partnerships ana 
joint stock companies and corporations, and 

nT NASMUCH_AS cooperative, mutual and reciprocal organiz- 
ations are presently exempt from the paymem 
of the said income and excess profits taxes, 
and 

NT NASMUCH AS it is understood that the Royal Commission 
appointed under the Enquiries Act will, in 
part, examine into the matter of taxation 
jin respect to the said cooperative, mutual 
and reciprocal organizations, 


"IT IS SUBMITTED for consideration by the Royal Commission, 


(1) THAT part of the national revenue derived by 
the Government of the Dominion of Canada for the conduct 
of the business of the nation through the imposition of 
Was one and excess profits taxes should be so derived by the 
application of the basic principle of equal treatment for 
all nationals, each in accordance with ability to pay, 

(2) THAT an examination into the public accounts of 
the so-called cooperative, mutual and reciprocal organiz- 
ations now conducting their businesses on a tax-free basis 
will disclose the essential facts that these organizations 
possess the ability to pay taxes in the same proportion 
to earnings as do taxpaying individuals and other business 
enterprises, | 

(3) THAT the tax exempt privilege under which the 
gaia cooperative, mutual and reciprocal organizations are 
now conducting their businesses places them in a preferred 
position to the detriment of all other taxpaying individuals 
and business enterprises and that where preferential treat- 


ment is given to one section to the detriment of other 
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gections of national lifs, the national economy is dis- 
located to the extent and in the proportion that the tax 
burden of the majority is weighted by the tax exemptions 
of the minority, and, in conclusion, 

(4) THAT while the Dominion. of Canada remains a 
democratic country in which all forms of business may 
legally operate under free enterprise, it must be left 
to the individuals to decide the particular organization 
they wish to operate under, but regardless of whether 
they be individuals, partnerships or joint stock companies, 
cooperative, mutual and reciprocal organizations, the tax 
burden by which the Government obtains the national revenues 
should be distributed equally amongst all with neither pre- 
ferential nor detrimental treatment to any. 

"All of which is respectfully submitted, 

Vancouver Insurance Agents' Association 
Victoria & District Insurance Agents' 
Association 


New Westminister Insurance Agents’ 
Association 


Per: Frank Monahan, 
Oh Sy ee 4 


BY MR. PARKER: 

Q. "Each in accordance with ability to pay." Just 
what does your association mean by that? A. It means, as 
they understand it, that parliament when it passed the 
Income Tax Act and the Excess Profits Tax Act, and also 
the Government, when they devised the schedule of income 
taxes, said in effect to one group, "Your ability to pay 
4g in accordance with the schedule to the Act’, and also 
provided an exemption which gaid to another group, "If you 
eall yourself a mutual or reciprocal or cooperative organiz- 


ation then you have no ability to pay." 
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Q- in other words, that is your Association's 
interpretation of the Statute. In your view, the Statute 
properly interpreted means that you are not to pay accord- 
ing to your ability but something different? A. Yes. 

Q. There is no such expression in the Statute ag 
ability to pay? A. No; it is merely an interpretation. 

Q- That is the policy which your association be- 
lieves should be the basis of taxation? A. Yes. 

Q- Under the submissions, in the second paragraph 
you have these words: "That an examination into the pub- 
lie accounts of the so-called cooperatives....." 

A. That should be "published". 

Q- What do you mean by reciprocal organizations? 
A. There are reciprocal insurance companies. 

Q. What are they? A. The explanation would be 
rather a long one. It could be called mutual in the 
general sense. 

Qe are there two distinctly organized types of 
companies -- mutual and reciprocal? A. Yos; there are, 

BY MR. ELLIOTT: 

Q- 4s your Association presenting this submission 
primarily as a matter of public interest, or do you feel 
that as individuals the members of the Association are 
being discriminated against? <A. Both. It is in the 
interests of thé public at large and of our section of that 
public in particular, 

Q- Would you mind telling us just how you feel 
you are being injured -- the members of your Association? 
A. I would say this, if I may. The Government in a 
given year decides that a certain part of the national 
revenue is required through income and excess profits 


taxes, To use an arbitrary figure, say three billion dollars: 
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if there are business companies, joint stock companies, 
partnerships, and individuals Ne are providing all that 
money, and if it is proved that there are cooperatives, 
mutuals and similar organizations who, through the law, may 
be avoiding the payment of, let us say, one hundred or 

two hundred million dollars in taxes, if the government's 
original figure of three billion dollars is correct, then 
by readjustment the rest of the public would benefit to 

the extent I have stated. 

Qe That is, as a taxpayer -- like other taxpayers, 
you would say ~- you feel you are discriminated against? 

A. Yes. 

Q- Do your members feel they are discriminated 
against as insurance agents? A. Yes. 

Qe You do not think the interest in the matter 
{s confined to your section of the public? A. No, sir. 
It is a matter of general public interest. 

BY MR. VAUGHAN: 

Q- There is nothing in the obtaining of business 
by insurance agents that is affected? A. It could be 
argued, I think, that perhaps the preferential treatment 
which the mutual insurance company gets might result in 
discrimination. Our insurance agents are representing 
joint stock companies. The joint stock companies pay taxes 
while the mutual insurance company does not. 

Q.- I understand that. But in the seetion on whose 
behalf you are speaking -- the agents who handle the 
business of securing insurance ~- how are you affected by 
the mutuals? Are your rates or the conditions under which 
you operate different in such a way as to effect the ins- 
uranee agent in the securing of business? A. No. There 


js a difference in the rates, but I don't know that we 
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would consider that. We were merely considering taxation, 
| BY MR. BLLIOTT: ) 

Q. Was it suggested to you by any person or assoc-~ 
{ation or company that it would be a good idea for you to 
make a presentation to us? A. No, ‘sir Olt is “ermavter 
of policy. We are represénted at the superintendents' con- 
ference or in any sonvention where our interests are 
involved. 

THE CHAIRMAN: That closes the case? 

MR. PARKER: Yes, Mr. Chairman. There was a brief 
filed some time ago by the Richmond Milk Company, represente 
ed by Mr. Cheyne. Mr. Cheyne has advised me that they do 
not wish to have it dealt withdrawn. If he wishes to with- 
draw it there is no objection; it will simply disappear 
from our records. Is that correct, Mr. Cheyne? 

MR. CHEYNE: Yes; that is correot. 

THE GHAIRMAN: The brief is withdrawn, 

MR. PARKER: That takes care of all the briefs of 
which I have knowledge. Yesterday some mention was made 
of the possibility of Counsel who so desired being given 
an opportunity to make a short summary of their case, Uf 
there are Counsel present who Pes todo that, and ir it 
is the wish of the Commission that they be heard, 1 am 
ready to proceed. 

MR. LOCKE: I have nothing further to say. 

MR. MILLIKEN: This morning there were five short 
priefs filed with the Commission and not read. Will Counsel 
have an opportunity to see them? 

THE CHAIRMAN: That was yesterday afternoon. 

MR. MILLIKEN: I believe it was the first thing 


this morning. 
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THE CHAIRMAN: JI think not. It was yesterday af ter- 
noon, They were letters. We did not record them as briefs. 

MR. MILLIKEN: Would it be possible for Counsel 
to see them? , 
| THE CHAIRMAN: Probably, though they do not add 
much to the arguments, which have been brought forward 
ana which we shall no doubt hear repeated all across the 
country. Since the allegations contained {n the letters 
are not supported they are not of any interest to Us. 

MR. CHEYNE: The Richmond Milk Producers, while 
they withdraw their brief, wish to make a protest or 4 
denial of the statements made in Mr. Farris' brief. 
Unfortunately, their exeeutive ig not available, but they 
would like to refute the statements made by Mr. Farris 
regarding their organization. 

THE CHAIRMAN: Their prief ig there; that is all 
we can do with it. 
| MR. PARKER; No. It has been withdrawn. 

THE CHAIRMAN: Are we speaking of the same thing? 

MR. CHEYNE: Mr. Farris made certain statements in 
his brief which the Richmond Milk Producers wish to deny. 
What opportunity have they of proving that those state- 
ments are ineorrect? 

THE CHAIRMAN: I do not recollect any evidence ad= 
vanced by Mr. Farris in regard to that particular 
organization. 

MR. CHEYNE: On page twenty-eight. 

THE CHAIRMAN: An unsupported statement in a brief 
does not constitute proof. Do you remember it, Mr.Parker? 

MR. PARKER: It is quite possible that before we 
reach Halifax a great many things will be said by some 


people about others. Every time one company's name is 
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mentioned by another company, is the company alluded to 
going to come forward to make a correction? 

THE CHAIRMAN: You must not be too thin-skinned, 
Mr. Cheyne. 

MR. CHEYNE: I am not thin-skinned, but there 
were malicious statements made. 

THE CHAIRMAN: If that was so, you should not 
have withdrawn your brief. People should be here to 
rebut. You will have to let it stand. I think I shculd 
say again that the Commission is very appreciative of 
the manner in which the business has gone forward, without 
any hiteh and, I am glad to say, apparently with the full 
cooperation of Counsel, for which I have pleasure in 


thanking them. The sessions are now closed. 


--- The Commission thereupon adjourned to meet in 


Calgary on Monday, January 22, at 10 a. mM. 
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